
1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

2c 

21 

22 

2: 

2L 

2: 

2t 

2: 

21 

BEFORE THE ARIZONA CORPORATION C u A . l r . l l U U I V I .  -. 
" c p  ̂-  * ,  

'." t I '  $'/ ;; rj 'OMMISSIONERS - I, 
USAN BITTER SMITH - CHAIRMAN m JAM 2 3  p $: 4b 
OB STUMP 
#OB BURNS 
IOUG LITTLE 
OM FORESE 

V THE MATTER OF THE APPLICATION OF 
,PCOR WATER ARIZONA, INC., AN ARIZONA 
)ORPORATION, FOR A DETERMINATION OF 
'HE CURRENT FAIR VALUE OF ITS UTILITY 
LANT AND PROPERTY AND FOR INCREASES 
V ITS RATES AND CHARGES FOR UTILITY 

'ARADISE VALLEY WATER DISTRICT, SUN 
:ITY WATER DISTRICT, TUBAC WATER 
IISTRICT, AND MOHAVE WASTEWATER 
IISTRICT. 

IERVICE BY ITS MOHAVE WATER DISTRICT, 

DOCKET NO. WS-01303A-14-0010 

STAFF'S NOTICE OF FILING 
DIRECT TESTIMONY 

The Utilities Division ("Staff ') of the Arizona Corporation Commission ("Commission" 

iereby files the Direct Testimony of Staff witnesses Michael Thompson, John A. Cassidy, Mary J 

limback and Christine L. Payne in the above-referenced matter. 

RESPECTFULLY SUBMITTED this 23rd day of January, 20 15. 

Matthew Laudone 
Attorneys, Legal Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 
(602) 542-3402 

3riginal and thirteen (1 3) sopies of 
:he foregoing filed this 23 day of 
lanuary, 2015, with: 

Docket Control 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 





BEFORE THE ARIZONA CORPORATION COMMISSION 

SUSAN BITTER SMITH 
Chairman 

BOB STUMP 
Commissioner 

BOB BURNS 
Commissioner 

DOUG LITTLE 
Commissioner 

TOM FORESE 
Commissioner 

IN THE MATTER OF THE APPLICATION OF ) 
EPCOR WATER ARIZONA, INC., AN ) 
ARIZONA CORPORATION, FOR A 1 

) 
) 
) 

CITY WATER DISTRICT, TUBAC WATER ) 

DISTRICT. 1 

DETERMINATION OF THE CURRENT FAIR 
VALUE OF ITS UTILITY PLANT AND 
PROPERTY AND FOR INCREASES IN ITS 
RATES AND CHARGES FOR UTILITLY 
SERVICE BY ITS MOHAVE WATER DISTRICT, ) 
PARADISE VALLEY WATER DISTRICT, SUN ) 

DISTRICT, AND MOHAVE WASTEWATER ) 

) 

DOCKET NO. WS-O1303A-14-0010 

DIRECT 

TESTIMONY 

OF 

MICHAEL S. THOMPSON, P. E. 

UTILITIES ENGINEER 

UTILITIES DIVISION 

ARIZONA CORPORATION COMMISSION 

JANUARY 23,2015 



TABLE OF CONTENTS 

PAGE 

INTRODUCTION ......................................................................................................................... 1 

PURPOSE OF TESTIMONY ......................................................................................................... 3 

ENGINEERING REPORT ........................................................................................................... 4 

CONCLUSIONS AND RECOMMENDATIONS. ........................................................................ 4 

EXHIBITS 

Enpeering Report for Mohave Water District ................................................................................. m5t-1 

Engineering Report for Paralse Valley Water District ..................................................................... m5t-2 

Enpeering Report for Sun City Water District ................................................................................ m5t-3 

Engineering Report for Tubac Water District .................................................................................... m5t-4 

Engineering Report for Mohave Wastewater District ....................................................................... m5t-5 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Direct Testimony of Michael S. Thompson, P. E. 
Docket No. WS-01303A-14-0010 
Page 1 

INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please state your name and business address. 

My name is Mchael Thompson. My business address is 1200 West Washington Street, 

Phoenix, Arizona 85007. 

By whom and in what position are you employed? 

I am employed by the Arizona Corporation Comrnissio 

How long have you been employed by the Commission? 

I have been employed by the Commission since June 2013. 

(“Commission” c 

Utilities Engineer - Water/Wastewater in the Unlities Division. 

“ACC”) as 

What are your responsibilities as a Utilities Engineer - Water/Wastewater? 

As a Utilities Engineer, specializing in water and wastewater engineering, my responsibilities 

include: the inspection, investigation, and evaluation of water and wastewater systems; 

obtaining data, and preparing investigative reports; providing technical recommendations and 

suggesting corrective action for water and wastewater systems; and providing written and oral 

testimony in rate cases and other cases before the Commission. 

How many companies have you analyzed for the Utilities Division? 

I have analyzed 14 companies covering various responsibilities for the Utilities Division Staff 

(“Utilities Staff’ or “Staff ’). 

Have you previously testified before this Commission? 

Yes, I have testified before this Commission. 
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Q. 
A. 

Q- 
A. 

What is your educational background? 

I graduated from the SUNY College of Environmental Science and Forestry (“ESF”) at 

Syracuse, New York, and Syracuse University (“SU”) at Syracuse, New York. I have a 

Bachelor of Science Degree in Pulp and Paper Engineering from ESF and Chemical 

Enpeering from SU. 

Briefly describe your pertinent work experience. 

Prior to my employment with the Commission, I was the Operations Engineer, from 2009 to 

2012, for the Southwest and Central Districts of Golden State Water Company (“GSWC”), 

located in Gardena and Santa Fe Springs, California, respectively. As the Operations 

Engmeer, I provided technical assistance and support to the districts’ operations departments 

with primary focus on resolving operational problems and optimizing the efficiency of the 

water system operations. Prior to my employment with GSWC, I was employed with 

Chaparral City Water Company (“Chaparral”), from 2002 to 2009 as District Operations 

Engineer. While at Chaparral, I performed all capital, new business, and water quality 

activities within the district. I served as field engineer/construction manager for all capital 

and new business projects under construction. I also managed all water quality activities 

including monitoring, sampling, and reporting as required by 40 CFR (National Primary 

Drinking Water Regulations) and Arizona Administrative Code, Title 18, Chapter 4. 

From 2000 to 2002, I was employed with the Fountain Hills Sanitary District as Engineering 

Assistant. I performed plan review of all commercial and residential projects in the Town of 

Fountain Hills, and managed the district’s construction projects. 

From 1996 to 2000, I was employed as an Environmental Engineering Specialist with the 

Arizona Department of Environmental Quality (“ADEQ). During that time period, I 
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performed operations and maintenance site inspections of public water systems in G h ,  

LaPaz, Mohave, and southwestern Yavapai Counties. 

Q. 
A. 

Please state your professional membership, registrations, and licenses. 

I am regstered as a Professional E n p e e r  (Civil) in the State of Arizona, and a Grade 2 

Certified Water Treatment Plant Operator, and a Grade 3 Certified Water Distribution 

System Operator. I am a member of the American Water Works Association and Arizona 

Water Association. 

PURPOSE OF TESTIMONY 

Q. 
A. 

Q. 
A. 

What was your assignment in this rate proceeding? 

My assignment was to provide Staffs enpeering evaluations for the EPCOR Water Arizona, 

Inc. (“EWAZ” or “Company”) rate proceedings. Five of the Company’s Districts are 

included Mohave Water District (“Mohave Water”), Paradise Valley Water District 

(“Para&se Valley Water”), Sun City Water District (“Sun City Water”), Tubac Water District 

(“Tubac Water”), and Mohave Wastewater District (“Mohave Wastewater”). 

What is the purpose of your testimony in this proceeding? 

To present the findings of Staffs engineering evaluation of the operations for Mohave Water, 

Paradise Valley Water, Sun City Water, Tubac Water, and Mohave Wastewater. The findings 

are contained in the Engineering Reports that I have prepared for this proceeding. The 

reports are included as Exhibits MST-1 thru MST-5 in this pre-filed testimony. 
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ENGINEERING REPORT 

Q. 
A. 

Q. 
A. 

Please describe the information contained in your Engineering Reports. 

The Reports are divided into four (4) general sections: I )  Executive Summaty, 2) Engineering 

Reporir Discussion, 3) Engineering Rqorir Figzlres, and 4) Engineering Reporir Attachments. The 

Discussion section for the Mohave, Paradise Valley, Sun City, and Tubac Water Districts is 

further divided into ten (10) subsections: I )  Introduction and Location ofthe District Water Systems, 

2) DesM-iption o f  the Water Systems, 3) Water Usage, 4) Growth, 5) MCDES Compliance or A D E Q  

Compliance, 6) Arizona Deparirment of Water Resources Compliance, 7) Arizona Corporation Commission 

Compliance, 8) Water Testing Expenses, 7) Depreciation Rates, and 10) Other Issues. The Discussion 

section for the Mohave Wastewater District is divided into eight subsections: 1) Introduction 

and Location of the District Wastewater Systems, 2) Description of the Wastewater System, 2) Wastewater 

Usage, 3) Growth, 4) A D E Q  Compliance, 5) Arizona Corporation Commission Compliance, 6) 

Wastewater Testing Expenses, 7) Depreciation Rates, and 8) Other Issues. 

Was the Engineering Report prepared by you? 

Yes. 

CONCLUSIONS AND RECOMMENDATIONS 

Q. 

A. 

Q. 
A. 

What are Staff's conclusions and recommendations regarding the operations of the 

District's Water Systems? 

Staffs conclusions and recommendations for each District are contained in the Executive 

Summary of the respective engineering report. 

Does this conclude your Direct Testimony? 

Yes, it does. 
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ENGINEERING REPORT FOR 
EPCOR Water Arizona Inc. 
Mohave Water District 

Docket No. WS-Ol303A-14-0010 (Rates) 

By Michael Thompson, P. E. 

December 15,2014 I 
EXECUTIVE SUMMARY 

CONCLUSIONS 

1. 

2. 

3.  

4. 

5. 

6. 

7. 

8. 

The Arizona Corporation Commission (“ACC” or “Commission”) Utihties Division Staff 
(“Utilities Staff’ or “Staff ’) concludes that the Mohave Water District (“Mohave Water” or 
“District”) water systems, with the exception of RIO Vista Ranches, have adequate production 
and storage capacity to serve the present customer base and any reasonable growth. Rio Vista 
Ranches water system has no production or storage facilities, it receives water from an 
interconnect with Bermuda Water Company. 

The Arizona Department of Environmental Quality (“ADEQ) Compliance Status Reports 
(“CSRs’’) indicate that the District water systems and Bermuda Water Company are currently 
delivering water that meets water quality standards required by 40 CFR 141 (National Primary 
Drinking Water Regulations) and Arizona A b s t r a t i v e  Code, Title 18, Chapter 4. 

The District’s water system service areas are not located within an Arizona Department of 
Water Resources (“ADWR”) Active Management Area (“AMA’). 

ADWR’s Water Provider Compliance Reports, dated June 6, 2014, indlcate that the District’s 
water systems are currently in compliance with departmental requirements governing water 
providers and/or community water systems. 

Accordmg to the Commissions Ualtties Division Compliance Section database the District 
currently has no delinquent Commission compliance items. 

The District has approved Cross-Connection/Backflow Prevention and Curtailment Tariffs 
on file with the Commission. 

The District has ten (10) Best Management Practices (“BMPs”) on file with the Commission. 

The Mohave water system has five (5) inactive wells, listed under Table A, which have been 
disconnected, capped, and abandoned. Staff concludes that the wells are not used and useful 
to the District’s provision of service. 



9. 

10. 

11. 

12. 

13. 

14. 

The Camp Mohave water system has one (1) inactive well, listed under Table B, which has 
been disconnected, capped, and abandoned. Staff concludes that the well is not used and 
useful to the District’s provision of service. 

The Lake Mohave water system has one (1) inactive well, listed under Table C, which has 
been disconnected from the water system. Staff concludes that the well is not used and 
useful to the District’s provision of service. 

The Desert Foothills water system has one (1) inactive well, listed under Table A, which has 
been Qsconnected from the water system. Staff concludes that the well is not used and 
useful to the District’s provision of service. 

On May 2, 2012, the Environmental Protection Agency (“EPA”) revised and implemented 
the Unregulated Contaminant Monitoring Rule 3 (“UCMR3”). The District began sampling 
for the first sample set of UCRM3 contaminants in August 2014. The second set of samples 
wlll be sampled in February 2015. The total cost for testing the samples, as illustrated in 
Table P, is anticipated to be $9,240. Staff concludes that the one-time expense of $9,240 
associated with samphg and testing of the UCMR3 contaminants is reasonable and 
appropriate. 

The District Post Test Year Investment Projects (“IPS”), listed in Table I?, were found to be 
in-service and used and useful during the plant facilities site inspection on June 24 & 25, 
2014. Staff concludes that the costs ($5,355,826) associated with the installation of the 
District’s IPS, listed in Table P, are reasonable and appropriate. 

Staff has determined that the District’s proposed System Improvement Benefit (“SIB”) 
Mechanism (eligible 5-year infrastructure replacement plan), totaling $9,884,632, to be 
reasonable and appropriate. However, no “used and useful’’ determination of the proposed 
plant items was made, and no conclusions should be inferred for rate base purposes in the 
future. 

RECOMMENDATIONS 

1. Staff recommends an annual water testing expense, for the District, of $32,262 be used for 
the purposes of this application. 

2. Staff recommends the depreciation rates listed under “Staffs Recommended Rates” in Table 
N be adopted. 

3. Staff has no objections to the continued use of the currently authorized meter and service 
installation charges, as proposed by the District, and recommends the charges listed under 
“Staffs Recommendations” in Table 0 be adopted. 

4. Water loss in the Desert Foothills water system was 14.33 percent in 2013, exceeding the 10 
percent limit. Staff recommends that the District continue its efforts, via the District’s Non 
Revenue Water Program, to reduce water loss in the Desert Foothills water system to below 
10 percent. (See Section C, Paragraph 2 of the report for additional discussion and details). 



5. EPCOR Water Arizona, Inc. (“EWAZ” or “Company”) filed a proposed change to the Meter 
Repair and/or Replacement Tariff (“BMP 4.2”). In the proposed change, EWAZ requested 
that paragraph 3 of the BMP tariff, whch refers to the inspection of meters, be modified 
such that pulling a meter for inspection would no longer be required and therefore be 
stricken from the tariff. Staff recommends approval of the modrfication in BMP 4.2, as 
proposed by EWAZ. 

6. Staff recommends that the District file with Docket Control, as a compliance item in t l is  
docket and withm 90 days of the effective date of a decision in &IS proceedmg, 
documentation that the installation of a purchased water meter at the Bermuda Water 
Company and Rio Vista water system interconnect has been completed. Installation of the 
meter will provide usage figures that would enable the District to determine the Rio Vista 
water system water loss. Staff further recommends that District begm monitoring water loss, 
on a monthly basis, by coordinating the readmgs of the purchased water meter and the 
individual customer meters, and reporting the results in its Commission Annual Report going 
forward. 

7. Staff recommends approval of the District’s proposed Plant Table I of the SIB Mechanism 
(eligble 5 year infrastructure improvement projects), submitted as a supplement to the 
District’s application by EWAZ on March 17, 2014, totaling $9,884,632 as tabulated in Table 
T. Staff further recommends that SIB Attachments 2A-2E, 3A-3J, 4A-4E, and 5A-5G, 6,7A- 
7 0  be adopted. 
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A. INTRODUCTION AND LOCATION OF COMPANY 

On March 7, 2014, EPCOR Arizona Water Company, Inc. (“EWAZ” or “Company”) filed 
an application with the Arizona Corporation Commission (“ACC7’ or “Commission”) for approval of 
a rate increase (Docket No. WS-O1303A-14-0010) for its Mohave Water District (“Mohave Water” or 
“District”). Mohave Water’s current rates were approved in Commission Decision No. 73145, dated 
May 1,2012. 

The District provides public utility water service to approximately 16,000 metered 
connections.’ The District is located withrn the city of Bullhead City and in the unincorporated areas 
of Mohave County, and is comprised of six (6) separate water systems wluch include Camp Mohave, 
Lake Mohave Highlands, Desert Foothills, Rio Vista Ranches, Arizona Gateway, and Mohave (aka 
Bullhead City water system). The location of the District and the area covered by its Certificate of 
Convenience and Necessity (“CC&N”), which covers approximately 16,663 acres (26.1 square miles), 
are shown in Figures 1 and 2, respectively. The original CC&N area was transferred from Arizona- 
American Water Company to EWAZ in Commission Decision No. 72668 dated November 17,201 1. 

B. DESCRIPTION OF THE WATER SYSTEMS’ 

The District’s water systems were visited on June 24 & 25, 2014, by Staff member Wchael 
Thompson. Mr. Thompson was accompanied by Teresa Hunsaker (Staff Public Utihties Analyst HI), 
Mr. Jeffrey Stuck (EWAZ Director of Operation, Eastern Division), Mr. Roland Tanner (EWAZ 
Manager, Rates & Regulation), and Mr. David Evans (EWAZ Operations Manager, Mohave Water 
District). Mr. Evans is responsible for the day-to-day operations of the District, and is also the lead 
certified operator of rec01-d.~ Mr. Evans currently supervises twenty one (21) employees, which 
includes customer service and field operations. 

( I )  Mohave Water Sjstem - Public Water System (‘T WS’J No. 04-08-032 

The Mohave Water System serves a majority of the Bullhead City area, with a certified area of 
approximately 13,228 acres (20.7 square miles), encompasses eighteen (1 8) pressure zones with 
elevations ranging from 640 to 1390 feet above sea level (“FASL”). The water system contains six (6) 
well/booster pump station/storage tank sites, four (4) booster pump station/storage tank sites, one 
(1) storage tank site, one (1) booster pump station site, and three (3) well sites. In all, the water 
system has a total of nine (9) active drinkmg water wells, fourteen (14) storage tanks, five (5) pressure 
tanks, twenty three (23) booster pumps, one portable emergency generator, and one (1) permanently 
mounted emergency generator. AdQtionally, the water system has five (5) inactive wells that have 
been dsconnected and capped. The inactive wells are considered not used and useful to the 

1 Per water use data submitted with the application. 
2 The description of the water systems is based on one, or a combination of, the following sources: 1) Company’s Application, 2) 
Direct Testimony of Jeff Stuck, dated March 7,2014,3) Information contained in the Company’s Response to Staff Data Requests and, 
4) Information collected during Staffs site visit. Check other footnotes should all be the same. 
3 Mr. Evans is certified with the Arizona Department of Environmental Quality (“ADEQ) as a Grade 4 Water Distribution System 
Operator, a Grade 4 Treatment Plant Operator, a Grade 4 Wastewater Treatment Plant Operator, and a Grade 4 Wastewater 
Collection System Operator. ADEQ Opexator Identification No. OP000655, expiration date Apnl30,2017. 
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&‘ell ID 

District’s provision of service. The in-service plant fachties @e., wells, tanks, pumps, and visible 
pipe) within the Mohave Water System service areas appeared to be in proper working order, 
properly maintained, and in excellent condltion. Staff did not observe any leaks at the plant facilities, 
or in the distribution system. 

,maTR W& Pump Yield Cming Depth Caslag Diamctcr hictcr Slze Yeal Drilled (feet) (inches) (mches) ID l’umP(hP) (gDm) 

Detailed listings of the plant facilities are included in Table A. Schematics of the service area 
are illustrated in Figures 3A through 3E. 

Pressure Tanks 
(Gallons) 

Table A. Mohave Water System Plant Facilities Summary 

Wells Emergency B a c k q  R0ostc.r Pumps Gcnerator 

($ Si&ies  Turbine Pump Well 
hp Signifies horsepower 
gpm Sigmfies gallons per minute 

Big Bend Acres Well, 
Booster Pump Station, & 
Storage Tank Site 

1 - 250,000 

Storage Tanks 
(Gallons) site 

None 3 - 50 hp BBA None 

I 1 - 200,000 Desert Glen Booster Pump I Station. & Storave Tank Site 1 - 5,000 

Laredo Vista Well #1, 

Storape Tank Site 

1 - 100 hp 
2 -  15 hp 

None I None 

None 

None 

2-15hp LV-1 None 

2 - 7.5 hp LV-2 Portable Generator 
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Laredo Vdlage Storage Tank 1 - 500,000 None None 
Site 1 - 750,000 

1 - 1 ‘/2 hp 
Mohave Drive Booster 

1 - 50 hp Pump Station Site 

Mountain View Booster 
Pump Station & Storage 1 - 125,000 1 - 70 2-20hp 
Tank Site 

1 - 50 hp Riverview Mall Booster 
Pump Station, & Storage 1 - 35,000 1 - 5,000 2 -  15 lip 
Tank Site 

1 - 300,000 None 1-40hp Silver Creek Storage Tank 
Site 

1-15hp 16-1 Well & Storage Tank 1 - 450,000 None 
Site 1 - 1,000,000 

1 - 100 hp 16-2 Well & Storage Tank 
Site 1 - 1,000,000 

1 - 1,000,000 None 2 - 100 hp 24-1 Well & Storage Tank 
Site 

1 - 5,000 1 - 2 h p  None 

1 - 10,000 1 - 450,000 

None None 

None None 

None None 

None None 

None None 

16-1 None 

16-2 None 

24-1 400 kw Generator 

Service Areas Meters 

15.935 

various 

various 

II 3 I various I 74,380 11 
214,839 

416,079 
1 YZ 
2 
3 
4 

I various I 208,575 11 

6 
439 
25 

5 
10 

12 

3/4 12 
1 370 

Various 16,900 

various 88,703 

I It I, 4 II 
16.786 1 11 TotalOuantitv I 

(2) Camp Mohave Water Syystem - PWS No. 04-08-037 

The Camp Mohave Water System serves an unincorporated portion of southern Bullhead 
City, with a certified area of approximately 329 acres (0.5 square d e s ) ,  consisting of one (1) pressure 
zone with an elevation of approximately 520 FASL. The water system has one (1) well/storage tank/ 
booster pump station site that contains one (1) active drinking water well, one (1) 
inactive/disconnected and capped well, (1) storage tank, one (1) pressure tank, four (4) booster 
pumps, an iron/manganese removal plant, and a granular activated carbon (“GAC”) finishing filter 
for total organic carbon (“TOC”) reduction. The inactive well is considered not used and useful to 
the District’s provisions of service. The in-service plant facilities @e., wells, tanks, pumps, and visible 
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A U W  %‘dl Pump Pump Yield 
ID OlP) (&m) 

Well LD 
(SI \Y’r 11.7 i s - 5 i 0 5 5 9  31 inn 

pipe) appeared to be in proper working order, properly maintained, and in excellent condition. Staff 
did not observe any leaks at the plant facilities, or in the distribution system. 

Casig Depth Casmg Diameter Meter Size ~,~ 
(fcct) (inches) fiches) 
317 X 4 1996 

Detailed listings of the plant facilities are included in Table B. Schematics of the service area 
are illustrated in Figure 3F. 

Well Data - Inactive Well (Disconnected & Capped) 

1 m feet riches (mchcs Year D d e d  Well 1D 

\Y’cll- 1 Si-603316 I l n k n o u n  S i  200 8 I‘onc Iln!ino\vn I 
@PI kP) ( 1  ) 1 ID -- 

Table B. Camp Mohave Water System Plant Facilities Summary 

_ _  _ -_ - -_  -_ _ _ _  - -- .. ~. I I I I I 11 \-/ .. -- - I 11 

(S) Signifies Submersible Pump Well 

175 kw Generator 

(3) Luke Mobuve Highlands Wuter System- PWS No. 04-08-062 

The Lake Mohave Highlands Water System serves an area north of Bullhead City and Desert 
Foothills, with a certified area of approximately 322 acres (0.5 square miles), consisting of three (3) 
pressure zones with elevations ranging from 870 to 1,080 FASL. The water system contains one (1) 
well/booster pump station/storage tank site Fake Mohave Highlands Well Site), one (1) booster 
pump station/storage tank site (Pegasus Ranch Booster Pump Station & Storage Tank Site), and one 
(1) booster pump station site (Upper Booster Pump Station Site). In all, the water system has a total 
of two (2) active drinktng water wells, one (1) inactive well, four (4) storage tanks (one (1) not in use), 
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Well 113 

three (3) pressure tanks, seven (7) booster pumps, and one (1) permanently mounted emergency 
generator. 

Year D d e d  fWWK Pump Yield Casing Casing Diameter h4eter Size 
w.’cll ID Pump (hp) Depth (fcet) (inches) ~inchcs) (Pm) 

The inactive well, located at the Pegasus Ranch Booster Pump Station & Storage Tank Site 
has been Asconnected from the water system. The well is considered not used and useful to the 
District’s provisions of service. 

(S) Well-1 I 55-603417 I 20 

The Lake Mohave H@ands Well Site has one (1) storage tank, provided by a developer, 
whch is currently not in use or connected to the water system. The storage tank was originally built 
to provide service to the Hlllcrest subdivision. However, since acquiring the North Mohave water 
system and installing the Pegasus RanchlNorth Mohave interconnect, the tank is not currently 
needed. The District wlll likely place the storage tank in service once the Hillcrest subdivision is built 
out. Therefore, the storage tank is considered not used and useful to the District’s provision of 
service. 

150 500 10 4 1973 

The in-service plant facihties @.e., wells, tanks, pumps, and visible pipe) appeared to be in 
proper workmg order, properly maintained, and in excellent condition. Staff did not observe any 
leaks at the plant facilities, or in the distribution system. 

(S) Well-2 I 55-556101 I 20 

Detailed listings of the plant facihties are included in Table C. Schematics of the service area 
are illustrated in Figure 3G. 

150 505 8 4 1996 

Table C. Lake Mohave Highlands Water System Plant Facilities Summary 

ADWX Pump Yield 
(gp m ) well ID l’ump @p) Year Drilled Gassing Casing Diameter Meter Size 

Depth (feet) (inches ) ( inches ) 

Storage Tanks 
(Gallons) Site 

Fmergency Back-up 
Generator welk Pressure Tanks 

(Gallons) Booster l’umps 

Lake Mohave Highlands 
Well, Booster Pump 
Station, & Storage Tank 
Site 
Pegasus Ranch Booster 
Pump Station & Storage 
Tank Site 
Upper Booster Pump 
Station 

Well-1 
Well-2 60 kw Generator - 1507000 1 - 10,000 2-25hp 1 - 100,000 

1- lOhp 
2-25hp 1 - 125,000 1 - 1,000 Well-3 Inactive None 

1 - 3,000 2 - 5 h p  None None None 
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Material Diameter 
(inches) 

Size (inches Lcllgth (feet) 

II 2 I Various I 477 H 
S 
4 
6 

~ ~~ 

various 163 
various 10,382 
VarlOUS 9.694 I 

Well Tc, 

1>1*'-1 

v Total Quantity 

Yea  Drilled pump Casing Depth Casikg Diameter Meter Sue 
(feet) (inches) (inches) 

Pump (hp) Yield 
m 

AD&R well 
ID 

3 7 55-551123 1 0 25 1.212 - 1935 

(4) Desed Foothills Water System- P WS No. 04-08- 137 

The Desert Foothills Water System serves an area northeast of Bullhead City, with a certified 
area of approximately 2,283 acres (3.6 square miles), consisting of four (4) pressure zones with 
elevations ranging from 935 to 1,275 FASL. The water system contains one (1) active well/booster 
pump station/storage tank site (Desert Foothills Well Site), one (1) booster pump station site 
(Terraces Booster Pump Station Site), and one (1) well site (Laughlin Ranch Well Site). In all, the 
water system has a total of two (2) active drinkmg water wells, one (1) inactive well, two (2) storage 
tanks, two (2) pressure tanks, seven (7) booster pumps, and one (1) permanently mounted emergency 
genera tor. 

The inactive well, located at the Desert Foothills Well Site, has been dlsconnected from the 
water system. The well is considered not used and useful to the District's provision of service. 

The in-service plant facilities @.e., wells, tanks, pumps, and visible pipe) appeared to be in 
proper working order, properly maintained, and in excellent condition. Staff did not observe any 
leaks at the plant facilities, or in the distribution system. 

Detailed listings of the plant facllities are included in Table D. Schematics of the service area 
are illustrated in Figure 3H. 

Table D. Desert Foothills Water System Plant Facilities Summary 

( 
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Storage Tanks Pressure Tanks Booster I'umps 
(Gallons) Site 

((hllons) 
Wells Emergency Back-up 

Generator 
Desert Foothdls Well, 
Booster Pump Station, & 
Storage Tank Site 
Terraces Booster Pump 
Station Site 
L a u g h  Ranch Well Site 

Service Areas Meters Service Area Distribution Mains 

Material h g t h  (feet) 

\ ' a m u s  

Size (inches 

100 kw Generator Well-1 3- lOhp 
1-25 hp Well-2 

2-10hp 1 - 3,000 None None None 1-40hp 
None None None LR- 1 None 

2 - 500,000 1 - 5,000 

II 2 I 
10 2,715 

18.025 11 Various 

4 

Total Quantity 

Various 65,591 11 I1 
1 

1,066 

(5) AlzTona Gatewy Water System- PWS No. 04-08- 163 

The Arizona Gateway Water System serves an area approximately 30 miles southeast of 
Bullhead City, with a certified area of approximately 179 acres (0.3 square miles), consisting of one (1) 
pressure zone with an elevation of approximately 1,000 FASL. The water system contains one (1) 
well site, one (1) booster pump station/storage tank site. In all, the water system has a total of two 
(2) active drinkmg water wells, one (1) storage tank, four (4) booster pumps, and one (1) permanently 
mounted emergency generator. 

The in-service plant facilities @e., wells, tanks, pumps, and visible pipe) appeared to be in 
proper working order, properly maintained, and in excellent conQtion. Staff Qd not observe any 
leaks at the plant fachties, or in the distribution system. 

Detailed listings of the plant facllities are included in Table E. Schematics of the service area 
are illustrated in Figure 3F. 

Table E. Arizona Gateway Water System Plant Facilities Summary 

Well Data - Active Well 

ID *'mp @P) m) (feet) (imches) (iiches) 
Pump Yield Casing Dcpth Casing Diamcrer Metcr Size Year Drilled ADWR WeM vi'cll ID 

iS  \X'cll-l 55-586016 8 3.5 69 5 8 2 2003 

(S) Signifies Submersible Pump Well 
(T) Signifies Turbine Pump Well 
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I Storage Tank Pressure Tanks Wells Emcrgcncy Back-up Site Booster Pumps (Gallons) (Gallons) Generator 
Booster Pump Station, 
& Storage Tank Site 

~~ 

Well-1 
1 - 350,000 3 - 120 4-40hp Well-2 150 kw Generator 

Service Area Distribution Mains 
Material Le@ (feet) Diameter 

(mches) 

8 
12 

various 
various 
various Total Quantity 1.478 

1 3 

Various 637 TotalQuantity I 124 

- > -  - -  

various 4,359 

various 

Total Length 

(6) E o  Vista Ranches Water Sy.rtem- P WS No. 04-08-333 

13,961 

The Rio Vista Ranches Water System serves a sublvision in southern Bullhead City, with a 
certified area of approximately 322 acres (0.5 square miles), consisting of one (1) pressure zone with 
an elevation of approximately 520 FASL. Rio Vista Ranches is a consecutive water system that 
receives its water from the Bermuda Water Company (PWS No. 04-08-063) through an 
interconnection with Rio Vista Ranches distribution system. The water system has no wells, booster 
pumps, or storage tanks. Staff I d  not observe any leaks in the distribution system. 

Detailed listings of the plant facilities are included in Table F. 

Table F. Rio Vista Ranches Water System Plant Facilities Summary 

Service Area Distribution Mains Service Areas Meters 
Size (inches 

3/8 x 3/.1 

C. WATERUSE 

(1) Water Sold 

Figures 4A through 4F represent the water consumption data, in graphical form, for each 
District water system during the 12 month period for the test year, July 2012 through June 2013. The 
water consumption graphs, figures 4A through 4F, are located in the Figure Section of this report. 
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Overall, the District’s average water loss has decreased from 10.24 percent in 2011, to 5.47 
percent in 2013. However, since the average water loss includes the zero (0) water loss from the Rio 
Vista water system, the resultant average is lower than if the water system reported actual water loss 
figures. 

Bermuda Water Company does not meter the water it provides to Rio Vista. As a result, RIO 
Vista is unable to determine its actual water loss. Hence, the zero (0) water loss results for the Rio 
Vista water system. Installation of a purchased water meter at the interconnection would enable the 
District to determine the water system’s water loss. Staff recommends that the District install a meter 
at the Bermuda Water Company and Rio Vista Water System interconnect in order to record the 
quantity of purchased water entering the Rio Vista Water System. Staff further recommends that the 
District begin monitoring water loss, on a monthly basis, by coordmating the readings of the 
purchased water meter and the indvidual customer meters, and reporting the results in its 
Commission Annual Report going forward. 

(3) Water System Anabsis 

a) Mohave Water System - Public Water System (“PWS”) No. 04-08-032 

The Mohave Water System has nine (9) active wells with a total production capacity 
of approximately 8,780 gpm (12,643,200 gallons per day (“GPD”)). The water system 
has a total of fourteen (14) storage tanks with a total storage capacity of 
approximately 5,905,500 gallons. During the peak month, September 2012, the water 
system was serving 14,469 connections when EWAZ reported 166,757,000 gallons of 
water sold. Average daily demand for the month of September 2012 was determined 
to be 5,558,567 gpd. Staff concludes that the water system has adequate production 
and storage capacity to serve the present customer base and any reasonable growth. 

b) Camp Mohave Water System - PWS No. 04-08-037 

The Camp Mohave Water System has one (1) active well with a total production 
capacity of approximately 500 gallons per minute (“GPM’) (720,000 gpd), and one (1) 
storage tank with a total storage capacity of approximately 250,000 gallons. During 
the peak month, July 2012, the water system was serving 78 connections when 
EWAZ reported 1,701,000 gallons of water sold. Average daily demand for the 
month of July 2012 was determined to be 54,871 gpd. Staff concludes that the water 
system has adequate production and storage capacity to serve the present customer 
base and any reasonable growth. 
Lake Mohave Highlands Water System- PWS No. 04-08-062 c) 

The Lake Mohave Water System has two (2) active wells with a total production 
capacity of approximately 300 gpm (432,000 gpd), and three (3) storage tanks with a 
total storage capacity of approximately 375,000 gallons. During the peak month, 
September 2012, the water system was serving 271 connections when EWAZ 
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reported 2,535,000 gallons of water sold. Average daily demand for the month of 
September 2012 was determined to be 84,500 gpd. Staff concludes that the water 
system has adequate production and storage capacity to serve the present customer 
base and any reasonable growth. 

d) Desert Foothills Water System- PWS No. 04-08-137 

The Desert Foothills Water System has two (2) active wells with a total production 
capacity of approximately 814 gpm (1,172,160 gpd), and two (2) storage tanks with a 
total storage capacity of approximately 1,000,000 gallons. During the peak month, 
September 2012, the water system was serving 1,056 connections when EWAZ 
reported 24,881,000 gallons of water sold. Average daily demand for the month of 
September 2012 was determined to be 829,367 gpd. Staff concludes that the water 
system has adequate production and storage capacity to serve the present customer 
base and any reasonable growth. 

e) Arizona Gateway Water System- PWS No. 04-08-163 

The Arizona Gateway Water System has two (2) active wells with a total production 
capacity of approximately 335 gpm (482,400 gpd), and one (1) storage tank with a 
total storage capacity of approximately 350,000 gallons. During the peak month, 
September 2012, the water system was serving 8 connections when EWAZ reported 
654,000 gallons of water sold. Average daily demand for the month of September 
2012 was determined to be 21,800 gpd. Staff concludes that the water system has 
adequate production and storage capacity to serve the present customer base and any 
reasonable growth. 

9 RIO Vista Ranches Water System- PWS No. 04-08-333 

The Rio Vista Ranches Water System is a consecutive water system that receives its 
water from the Bermuda Water Company (PWS No. 04-08-063) through an 
interconnection with Rio Vista Ranches distribution system. The water system has no 
wells, booster pumps, or storage tanks. During the peak month, June 2013, the water 
system was serving 121 connections when EWAZ reported 1,608,000 gallons of water 
purchased and sold. Average daily demand for the month of June 2013 was 
determined to be 53,600 gpd. 

D. GROWTH4 

Table I and Figure 5 show the District’s customer growth based on service connection data 
contained in the EWAZ Enterprise Customer Information System (“eCIS”) data base. Accordingly, 

Staffs historical growth figures are based on the data reported by EWAZ from its Enterprise Customer Information System 
(“eCIS”) data base. Projected growth figures are based on EWAZ projections from its eCIS data base, local economists, and local 
developers. 
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2009 
2010 
2011 

Table I and Figure 5 inlcate  that the District experienced negative growth in 2009 at a rate of 0.41 
percent (loss of 65 customers), positive growth in 2011 and 2012 at a total rate of 1.09 percent (gain 
of 170 customers), and negative growth again in 2013 at a rate of 0.32 percent (loss of 50 customers). 
Overall, the District has seen a net gain of 56 customers (0.36 percent increase) from 2008 to 2013. 
However, from 2008 through 2012 Bullhead City has seen a decline in its population by 2.81 
percent . 

15,666 eCIS 
15,667 eCIS 
15.763 eCIS 

With respect to future growth, EWAZ is projecting a positive trend in growth from 2014 
through 2019. The EWAZ growth projections, which are updated each year in Apnl, are based on 
data obtained from the eCIS data base, local economists, and local developers. For 2014, EWAZ is 
projecting a 0.80 percent increase in the District’s growth rate, a gain of 127 customers. That appears 
to be reasonable as Bullhead City is predicting moderate growth of approximately 0.56 percent in 
2014.6 In general, EWAZ is projecting the District’s growth to increase at a total rate of 2.12 percent 
(projected gain of 335 customers) from 2014 through 2019. 

2012 
20u 
2014 
2015 

Table I. Mohave Water District Actual and Projected Growth 

15,837 eCIS 
15,787 eCIS 
15,914 Projected 
15.992 Proiected 

2016 16,040 Projected 
2017 16.075 Proiected 

E. ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY (“ADEQ) 
COMPLIANCE 

2018 

(I) Compliance Statm 

16,104 Projected 

ADEQ Compliance Status Reports (“CSR”) indwate that the six (6) District Water Systems 
are currently in full compliance with its requirements.’ Additionally, ADEQ has indicated that 
Bermuda Water Company, which provides water to the District’s Rio Vista Ranches Water System, is 
currently in full compliance with its requirements8 

2019 15.861 Proiected 

Information obtained fiom the Bullhead City AZ/City Details 
Information obtained from CLR Search.com 
ADEQ CSR’s dated May 19,2014, July 9,2014, and August 6,2014. 

* ADEQ CSR dated August 18,2014. 

I 

http://Search.com
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According to the ADEQ CSRs, the District's water systems and the Bermuda Water 
Company water system are currently delivering water that meets water quality standards required by 
40 CFR 141 (National Primary Drinking Water Regulations) and Arizona Administrative Code, Title 
18, Chapter 4. 

(2) Water Monitoring and Testing Expenses 

District water samphg for monitoring and testing is dwided into two (2) categories, 
Compliance Analysis and Process Analysis. Compliance sampling is conducted, as required by 
ADEQ, on source water, finished/treated water, and water in the distribution system. Process 
sampling is conducted on source water, fimshed/treated water, and at various stages of a treatment 
process. Process sampling essentially provides timely data to 1) ensure that a Plant is operating as 
expected in producing water that meets regulatory limits; 2) adjust plant operations based on changes 
to source and finished water quality; 3) adjust chemical additions (volume and type); 4) track the 
breakthrough of filtration media; and 5) adjust the volume of water required to be treated for 
contaminant removal in order to maintain compliance with ADEQ. 

a) Mohave Water System (PWS No. 08-032) 

The District proposed a total of $21,400 for the Mohave Water System annual water 
testing expense. Table J represents the monitoring and testing expenses that were 
reviewed, evaluated, and recalculated by Staff. The estimated annual water testing 
expense for the Mohave water system was determined to be $21,400. Staff concludes 
that h s  expense is reasonable and appropriate. 
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10 Radiochemicals (RADS) 

ICP/MS Digest 

Table J. Water Monitoring & Testing Costs - Mohave Water System (PWS No. 04-08-032) 

$ 3,400 

$ 105 

Annual costs  Compliance Analysis Testing 

Process Analysis Testing 

$ 25,920 11 $ 8,640 11 Total Coliform 1440 I 

-- 
Quantity of Tests Cost Per 

Cost per  Test per Three Year Three Year Annual Costs 
Period Period 

Lead & Copper 

Disinfection By-Products (TI’HM)I 

Perchloroethylene (PCE) 

Total Coliform 

$ 189 10 

23 20 $ 450 

$ 202 7 $ 1,414 

$ 176 6 S 1,056 1 ::: 1 
$ 18 96 $ 1,728 

~ ~~ 

Synthetlc Orgamc Compounds (SOCs) II $ 1,744 II 14 $ 24,416 

Volatile Organic Compounds (170Cs) 1 1 %  176 II 12 II $ 2,112 

$ 8,138 II 
$ 704 II 

Total Annual Water Testing Costs $ 21,400 
1 7THM means Total Trihalomethanes and W 5  means Haloacetic Acids. 

b) Camp Mohave (PWS No. 08-032), Lake Mohave Hghlands (PWS No. 08-062), and 
Desert Foothills (PWS No. 08-137) Water Systems 

In addition to Total Coliform, Lead & Copper, Disinfectant-By-Products, Manganese, 
and Total Organic Carbon testing, the Camp Mohave, Lake Mohave, and Desert 
Foothills water systems are also subject to mandatory participation in the Monitoring 
Assistance Program (“MAP”).9 The District proposed a total of $9,681 for the three 
(3) water system annual water testing expenses. The monitoring and testing expenses 
that were reviewed, evaluated, and recalculated by Staff are represented in Table K. 
The total estimated annual water testing expenses for the three (3) water Systems was 
determined to be $9,681. Staff concludes that this expense is reasonable and 
appropriate. 

The MAP is mandatory for water systems which serve less than 10,000 persons (approximately 3,300 service connections). 
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Table K. Water Monitoring & Testing Costs - Camp Mohave (PWS No. 04-08-037), Lake 
Mohave Highlands (PWS No. 04-08-062), & Desert Foothills (PWS No. 04-08-137) Water 

Systems 

Annual Costs 

c) Arizona Gateway (PWS No. 08-163) and Rio Vista Ranches (PWS No. 08-333) Water 
Systems 

Since Arizona Gateway water system is currently classified a transient Non- 
Community public water system, and Rio Vista Ranches water system is classified a 
consecutive water system, the water systems are exempt from participating in the 
MAP program. The District proposed a total of $1,181 for the two (2) water system 
annual water testing expenses. The monitoring and testing expenses that were 
reviewed, evaluated, and recalculated by Staff are represented in Table L. The 
estimated annual water testing expense for the Rio Vista Ranches and Arizona 
Gateway water systems was determined to be $1,181. Staff concludes that this 
expense is reasonable and appropriate. 
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MWD Water System PWS No. Annual Costs 

Table L. Water Monitoring & Testing Costs - Rio Vista Ranches (PWS No. 04-08-333) & 
Arizona Gateway (PWS No. 04-08-163) Water Systems 

MAP costs Total Annud Costs 

Compliance Analysis Testing h u a l  Costs 

,---I 

Arizona Gateway I 04-08-163 

Camp Mohave 1 04-08-037 

PWS Number I 08-163 11 08-333 1 08-163 08-333 Total 

Total Coli€orm $ 18 36 36 f 216 $ 216 $ 432 
_____ 

451 1 f 455 1 $ 2,484 8 

$ 90 1 I 150 I $ 189 N/A 315 315 1 N/A I I 150 I (TTHAI‘s)  
Disinfection-By-Products 
(HAA5’h 

Lake Mohave Highlands 

Mohave 

,I 

Nitrate /Nitrite 8 9 s  23 3 U N/A 1 $ 23 I $ 0 I $  23 I 

04-08-062 $ 1,203 $ 944 $ 2,147 

04-08-032 $ 24,480 $ 0 $ 21,400 

Process Analysis Testing Annual Costs 

Total Annual Water Testing Costs 11 $ 30,983 

$ 455 $ 

Total Coliform 36 N/A $ 216 $ 

Total Annual Water Testing Costs 

I $  4,359 11 $ 32,262 

d) Mohave Water District 

The District reported water testing expenses of $26,727 during the test year. The 
combined monitoring and testing expenses of the District, expressed in Table M, 
totals $32,262. Staff recommends an annual water testing expense, for the District, of 
$32,262 be used for the purposes of this application. 

Table M. Water Monitoring & Testing Costs - Mohave Water District 

11 Desert Foothills I 04-08-137 11 $ 1,635 1 8 4,599 II 

F. ARIZONA DEPARTMENT OF WATER RESOURCES (“ADWR”) COMPLIANCE 

The District’s water system service areas are not located within an ADWR Active 
Management Area ( “Am’) .  ADWR’s Water Provider Compliance Reports, dated June 6, 2014, 
indtcate that the District’s water systems are currently in compliance with departmental requirements 
governing water providers and/or community water systems. 
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G. ARIZONA CORPORATION COMMISSION COMPLIANCE 

A check of the Utilities Division Compliance Section database showed that there are no 
delinquent Commission compliance items for District.” 

H. DEPRECIATION RATES 

EWAZ proposed only a few changes to the current District depreciation rates, which are 
shown in the District’s Proposed Rates column in Table N. Staff recommends the depreciation rates 
listed under “Staffs Recommended Rates” in Table N be adopted. 

Table N. Depreciation Rate Table - Mohave Water District 

305 

306 
307 
308 
309 
310 

311 

301000 
302000 

303200 
303300 
303400 
303500 
303600 

304100 
304200 
304300 

304400 
304500 
304600 
304620 
304700 
304800 
305000 

306000 
307000 
308000 
309000 

3 10000 
310100 

311000 
311200 
311300 
311400 

Depreciable Plant 

Organization 
Franchises 

Land & Land Rights 
Land & Land Rghts - SS 
Land & Land fights - Pumping 
Land & Land Rights - Treatment 
Land & Land Rghts - T&D 
Land & Land Q h t s  - AG 

Structure & Improvement - Source of Supply 
Structure & Improvement - Pumping 
Structure & Improvement - Water Treatment 
Equipment 
Structure & Improvement - T & D 
Structure & Improvement - General Plant 
Structure & Improvement - Offices 
Structure & Improvement - Leasehold 
Structure & Improvement - Store, Shop & Garage 
Structure & Improvement - Miscellaneous 
Collection & Impounding Reservoirs - Source 

& Pumping 
Lake & River Intakes 

Structures & Improvements 

Wells & Springs - Source & Pumping 
Infiltration Galleries - Source & Pumping 

Supply Mains - Source & Pumping 
Power Generation Equipment - S & P 

Power Producaon Equpment 
Power Generatlon Equpment - Other S & P 

Pump Equpment - Steam 
Pump Equpment - Electnc 
Pump Equpment - Diesel 
Pump Equpment - Hydrauhc 

Pumping Equipment 

l o  Per Compliance Section email, dated August 8, 2014. 

0.00 
0.00 

0.00 
0.00 
0.00 
0 00 
0.00 

2.50 
2.00 

2 00 
2.00 
2 50 
2 50 
2 50 
2.50 
2.50 

167 

1.67 
2 50 
2.50 
167 

0.00 
3.33 

0.00 
4.00 
4.00 
4.00 

District 

0.00 0.00 
0.00 0.00 
0.00 0.00 
0.00 0.00 
0.00 0.00 

2.50 3.33 
2.00 3.33 

2.00 3.33 
2.00 3.33 
2.50 3.33 
2.50 3.33 
2.50 3.33 
2.50 3.33 
2.50 3.33 

1.67 2.50 
I 

0.00 2.50 

1.67 2.00 

4.00 12.5 
4.00 12.5 

0.00 

0.00 
0.00 
0.00 
0.00 
0.00 

2.50 
2.00 

2.00 
2.00 
2.50 
2.50 
2.50 
2.50 
2.50 

1.61 

2.50 
0.00 
1.67 

3.33 
0.00 

4.00 
4.00 
4.00 
4.00 
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Pump Equipment - Other 
Pump Equipment -Water Treatment 
Pump Equipment - Transmission & Distribution 
Pump Equipment - Source & Pumping 

Water Treatment Equipment - Purification Equip. 
Water Treatment Equipment - Non-Media 
Water Treatment Equipment - Filter Media 

Distribution Reservoirs & Standpipes 
Elevated Tanks & Standpipes 
Ground Level Tanks 
Below Ground Tanks 
Cleanvell 

TD Mains -Water Treatment Equipment 
TD Mains - Not Classified by Size 
TD mains - 4-inch & less 
TD mains - 6-inch to 8-inch 
TD mains - 10-inch to 16-inch 
TD Mains - 18-inch and Greater 

Water Treatment Equipment 

Distribution Reservoirs & Standpipes 

Transmission and Distribution 

Fire mains 

0.00 
0.00 
4.00 
4.00 

5.00 
5.00 
10.00 

4.00 
4.00 
0.00 
0.00 

0.00 
5.00 
10.00 

12.5 
12.5 
12.5 
12.5 

3.33 
3.33 
20.00 

311500 
311530 
311540 
311600 

320000 
320100 
320200 

4.00 
4.00 
0.00 
0.00 

0.00 
5.00 
10.00 

320 

320.1 

330 

330.1 

330.2 

331 

1.54 
1.54 
1.54 
1.54 
2.00 

1.54 
0.00 
1.54 
0.00 
0.00 

2.22 
2.22 
2.22 
2.22 
2.22 

1.54 
0.00 
1.54 
0.00 
0.00 

330000 
330100 
330200 
330300 
330400 

331000 
331001 
331100 
331200 
331300 
331400 
332000 

1.43 
2.00 
1.43 
1.43 
1.43 
0.00 
1.43 

0.00 
2.00 
1.43 
1.43 
1.43 
1.43 
1.43 

2.00 
2.00 
2.00 
2.00 
2.00 
2.00 

3.33 
3.33 

8.33 
8.33 
8.33 
2.00 
6.67 

0.00 
2.00 
1.43 
1.43 
1.43 
1.43 
1.43 332 

333 Services 
Services 
Services -Water Treatment Equipment 

Meters 
Meter installations 
Meter Vaults 

Meters 

Hydrants 
BacMow Prevention Devices 

Other Plant & Miscellaneous Equipment 
Other Plant/Miscellaneous Equipment - TD Plant 
Other Plant/Miscellaneous Equipment - Intangible 
Other Plant/Mtscellaneous Equipment - Supply 
Other Plant/Miscellaneous Equipment - T & D 
Other Plant/I&scellaneous Equipment - CPS 

Office Furniture & Equipment - General Plant 
Office Furniture & Equipment 
Computer & Peripheral Equipment 
Computer Software 
Computer Software - Mainframe 
Computer Software - Customized 
Computer Software - Other 
Date Handltng Equipment - General Plant 
Office Equipment - Other 

Transportation Equipment - General Plant 
Transportation Equipment - Light Duty Trucks 
Transportation Equipment - Heavy Duty Trucks 
Transportation Equipment - Autos 
Transportation Equipment - Other 

Stores Equipment 
Tools. ShoD & Garage EauiDment 

Office Furniture & Equipment 

Transportation Equipment 

333000 
333100 

334100 
334200 
334300 
335000 
336000 

0.00 
2.50 

6.67 
2.50 
2.50 
2.00 
6.67 

2.50 
0.00 

8.33 
2.50 
2.50 
2.00 
0.00 

2.50 
0.00 

334 

335 
336 
339 

340 

341 

342 
343 
344 
345 
346 

8.33 
2.50 
2.50 
2.00 
6.67 

339000 
339100 
339200 
339500 
339600 

3.33 
0.00 
0.00 
0.00 
0.00 

6.67 
6.61 
6.67 
6.67 
6.67 

0.00 
0.00 
3.33 
0.00 
3.33 

0.00 
4.50 
10.00 
20.00 
20.00 
20.00 
0.00 
0.00 
0.00 

0.00 
0.00 
3.33 
0.00 
3.33 

0.00 
4.50 
10.00 
20.00 
20.00 
20.00 
0.00 
0.00 
0.00 

5.00 
0.00 
10.00 
20.00 
20.00 
20.00 
20.00 
20.00 
6.67 

6.67 
6.67 
20.00 
20.00 
20.00 
20.00 
20.00 
20.00 
6.67 

340000 
340100 
340200 
340300 
3403 10 
340325 
340330 
340400 
340500 

341000 
341 100 
341200 
341300 
341400 
342000 
343000 
344000 
345000 

0.00 
20.00 
14.29 
20.00 

20.00 
20.00 
14.29 
16.67 
16.67 
4.00 
4.00 
4.00 
5.00 

0.00 
20.00 
14.29 
0.00 
16.67 
4.00 
4.00 
4.00 
5.00 

20.00 
20.00 
20.00 
20.00 
20.00 
4.00 
5.00 
10.00 
5.00 

16.67 
4.00 
4.00 

Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 

4.00 
5.00 
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Communication Equipment - General Plant 
Communication Equipment - Non-Telephone 

Communication Equipment - Telephone 
Communication Equipment - Other 

Remote Control & Instrument 

Miscellaneous EauiDment 

346100 
346190 
346200 

10.00 0.00 10.00 0.00 
10.00 10.00 10.00 10.00 
10.00 10.00 10.00 10.00 
10.00 10.00 10.00 10.00 
10.00 10.00 10.00 10.00 
6.25 6.25 10.00 6.25 

8-inch or Larger 
:CB* Indtcates Indtvidual Ca 

I. OTHER ISSUES 

(I) Service Line and Meter Installation Cbatges 

EWAZ did not propose any changes to the District’s existing service line and meter 
installation charges.” The proposed charges are refundable advances, and are within Staffs typical 
range of charges for service h e  and meter installations. Since the District may at times install meters 
on existing service lines, it would be appropriate for some customers to only be charged for the meter 
installation. 

Staff has no objections to the continued use of the currently authorized meter and service 
installation charges, as proposed by EWAZ, and recommends the charges listed under “Staffs 
Recommendations” in Table 0 be adopted. 

Table 0. Service Line and Meter Installation Charges - Mohave Water District 

I 
Company Current/ProposeJ Staffs Recommendations 

Meter Sue 

5/8 x 3/4-inch 

3/4-inch 

1-inch 

l-1/2-inch 
2-inch Turbine 

2-inch Compound 

3-inch Turbine 

3-inch Compound 
4-inch Turbine 
4-inch comDound 

6-inch Turbine 

6-inch Compound 

- 
S 

~ $370 

$370 

$420 

$450 
$580 

$580 

$745 

$465 
$1.090 
$1.120 

$1.610 

$1.630 

ICB* 
e Basis at Actu; 

$130 

$205 

$240 

$450 
$945 

$1,640 

$1,420 

$2,195 

-5 ~~~~~~ 

$6,120 $7,750 $1,630 $6,120 

-0st. 

The Company’s current charges were approved in Decision No. 73145, effective May 1, 2012. 11 
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(2) Cztrtailment T a n f  

The District has an approved Curtailment Tariff on file with the Commission. This tariff 
became effective October 24,2007. 

(3) Cmss-Connection/ BackJow Prevention Tan# 

The District has an approved Cross-Connection/Backflow Prevention Tariff on file with the 
Commission. This tariff became effective June 16,2013. 

(4) Best Management Practices (‘BMP ’3 T a n f  

The District has ten (10) BMP’s on file with the Commission. The BMP tariff became 
effective January 20,2012. 

On June 13,2104, EWAZ fded an amendment to the application proposing a change to the 
Meter Repair and/or Replacement Tariff (BMP 4.2). In the proposed change, EWAZ requested that 
paragraph 3 of the BMP tariff, whch refers to the inspection of meters, be modified such that pulling 
a meter for inspection would no longer be required and therefore be stricken from the tariff. Staff 
concludes that the request to modify BMP 4.2 is appropriate and relevant. Staff recommends 
approval of the modification in BMP 4.2, attached hereto as Attachment A. 

(5) Unregzllated Contaminant Monito9ing 

On May 2, 2012, the Environmental Protection Agency (“EPA”) revised and implemented 
the Unregulated Contaminant Monitoring Rule 3 (“UCMR3”). ADEQ does not regulate the 
UCMR3 program. The purpose of the UCMR3 (monitoring and samphg assessment) is for water 
systems to collect occurrence data for contaminants suspected to be present in drinking water, but 
that do not have health-based standards set under the Safe Drinking Water Act (“SDWA’). The 
UCMR3 program is the primary source of dnnkmg water contaminant occurrence data used by the 
EPA in regulatory determinations. The UCMR3 program requires water systems to perform the 
monitoring and sampling assessment only once during the time frame between January 2013 - 
December 2015. 

EWAZ is required by the EPA to conduct assessment monitoring and sampling in the 
Mohave Water System for the presence of UCMR3 contaminants. Samples to be tested for the 
presence of twenty one (21) of the UCMR3 contaminants are to be taken twice (2) from each EPDS 
w i h  one (1) consecutive twelve (12) month period. Samples to be tested for the presence of seven 
(7) of the UCMR3 contaminants are to be taken twice (2) from the dlstribution system maximum 
residence time sampling locations withm the same consecutive twelve (12) month period. Each 
sampling event must occur five (5) to seven (7) months apart. Samplmg can span more than one 
calendar year, as long as the sampling is conducted during a twelve (12) month period. 
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Sample Locations 

The District began sampling for the ftrst sample set of UCRM3 contaminants in August 2014. 
The second set of samples will be sampled in February 2015. The total cost for testing the samples, 
as illustrated in Table P, whch is a one-time occurrence is anticipated to be $9,240. Staff concludes 
that the one-time expense of $9,240 associated with sampling and testing of the UCMR3 
contaminants is reasonable and appropriate. 

Table P. EPA Mandated UCMR3 Testing Costs 

Number of Cost Per 
Samples Sample Date Laboratory Sample Total Cost 

7 Distribution System - Maximum Residence 
Time (“DSMRT”) August2014 Bel lede $ 160 $ 1,120 

Entry Point - Distribution System (“EPDS”) 
Distribution System - Maximum Residence 
Time (“DSMRT’) 
Entry Point - Distribution System (“EPDS) 

7 August2014 Belleville $ 500 $ 3,500 

7 February2015 Bellevdle $ 160 $ 1,120 

7 February2015 Belleville $ 500 $ 3,500 

(6) Mohave Water District Post Test Year Plant Additions - Post Test Year Investment Pryicts (‘TPs’J Used 
and Usejiul flub 2 103 - June 30,ZO 14) 

Total 

EWAZ has requested that four (4) District post-test year capital investment projects (“IPsY7), 
totahg $5,398,138, be included as Post Test Year Plant Adhtions. Each of the District IPS, listed in 
Table P, were found to be in-service and used and useful during the plant facllities site inspection on 
June 24 & 25, 2014. Staff concludes that the costs associated with the installation of the Districts 
IPS, listed in Table Q, are reasonable and appropriate. 

$ 9,240 

Table Q. Post Test Year Plant Additions - Mohave Water District Investment Projects 
(Used and Useful) 

Total Investment Project Costs $5,398,138 

(7) @stem Improvement Ben@ (“SIB’3 - Mohave Water District 

EWAZ is seekmg a SIB to address necessary distribution system infrastructure replacements 
that provide service to the existing District customers. As a supplement to its application, EWAZ 
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submitted a SIB Engineering Report (“SIB Report”), dated March 17,2014, supporting the need for 
its proposed 5-year infrastructure replacement projects for the District’s six (6) water systems.I2 The 
proposed infrastructure replacement projects are expected to commence in 2015 and finish, 4 years 
later, in 2019. The Report identifies the most critical areas within the District, provides estimates for 
the quantity of service lines, meters, water mains, and valves that need to be replaced withrn the 
District, and estimates the associated replacement costs. 

Historical repair and replacement data was ualrzed by EWAZ to assess the Districts existing 
plant (e.g. mains, services, and valves). Table S., whch dustrates the results from the assessment was 
used to assist with establishing existing plant replacements for the SIB. 

Table S. Water Main, Services, & Valve Assessment - Mohave Water District 

Polyvinyl Chlonde (PVC) 

Asbestos-Cement (AC) 185,492 49 26,364 14 0 

Ductile Iron (DI) 19,526 23 6,158 32 0 
Semces Polyethylene 10,600 26 2,600 25 777 
Valves Gate Valves 2,791 39 1,303 47 228 
Does not mclude assets previously replaced 
M m  replacement umts are expressed as Lmear Feet (“LF’)). 

1 

A summary of the District’s planned infrastructure replacement projects, which includes 
replacements of approximately 17,657 linear feet (“lf’) of water main, 777 service lines, 228 valves, 
and 6,474 meters, is tabulated in Table T. Specific details of each of the proposed projects are 
described in a SIB Plant Table 1. The tables, separated by the project year (2015 through 2019)’ the 
project (water mains, service lines, valves, and meters), and the project location, are included in this 
report as Attachments 2A-2E, 3A-3J, 4A-4E, and 5A-5G. 

The Plan of Administration (“POA”) and its exhibits, for the District’s SIB projects, was 
reviewed and is included in this report. The POA is attached as Attachment 6 and the exhibits, 
which include SIB Tables I and 11, and the Schedules, are attached as Attachments 7A-70. 

Based on a review of the SIB Report, Staff has determined that the proposed 5-year 
infrastructure replacement projects tabulated in Table T, totaling $9,884,632, appear to be reasonable 
and appropriate. However, no “used and useful” determination of the proposed plant items was 
made, and no conclusions should be inferred for rate base purposes in the future. Staff recommends 
approval of the District’s proposed Plant Table I of the SIB Mechanism (eligible 5 year infrastructure 

’* SIB Engineering Report - EWAZ Exhibit CC-I-& dated March 17,2014. 
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Year 2015 2016 2017 2018 I 2019 
Piant units I Cost2 Units I Cost2 Units I c o s t 2  units I Cost2 1 Units 1 Cost2  

I I I I I I 

improvement projects), submitted as a supplement to the District’s application by EWAZ on March 
17, 2014, totaling $9,884,632 as tabulated in Table T. Staff further recommends that SIB 
Attachments 2A-2E, 3A-3J, 4A-4EY 5A-5GY 6, and 7A-70 be adopted. 

Total 
Units 1 Cost2 

I 

Table T. SIB - Mohave Water District Planned Inftastructure Replacement Projects (2015 - 2019) 

Mains’ 

Services 

Valves 

Meters 

Total 

2,162 $566,093 3,820 $872,322 4,085 $1,126,877 4,087 $1,030,934 3,503 $992,251 17,657 $4,588,477 

274 $1,063,339 153 $593,762 102 $395,842 145 $562,716 103 $399,722 777 $3,015,382 

46 $212,819 46 $217,439 46 $225,289 45 $229,658 45 $227,256 228 $1,112,461 

1,479 $266,908 1,782 $314,733 1,638 $298,679 1,457 $266,481 118 $21,511 6,474 $1,168,312 

$2,046,687 $2,089,789 $1,640,740 $9,884,632 $2,109,159 $1,998,256 
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FIGURES 



EPCOR Water Arizona Inc. - Mohave Water District 
Docket No. WS-O1303A-14-0010 
December 15,2014 
Page 32 

T Y  - 7- 

~ P DoubleDirmond Utllltlea, Ins 

izrknsd 
# White Hills Water Company. Inc 

WIlter Company 

"S Y0""tm" water Cornpan) 
alnut Creek Wstmr Company 

eat Water Company 

r Company 
/ 

Golden EPCOR Water Artrona 

COR Water Anrona 

LAKE HAVASU CrrY 

/--- 

Woody's 
+ Enterpnres. Ltd 
\ 

06/01 120111 

FIGURE 1 - MOHAVE COUNTY M A P  



EPCOR Water Arizona Inc. - Mohave Water District 
Docket No. WS-O1303A-14-0010 
December 15,2014 
Page 33 

I I  M N ~ W  LakeMohave 

North Moohave Valley I 

I 

Mohave 

/ I I l S W I  I 

I 

*912ow 21 w 

nzona Gateway 

378.661288 Acras 

FIGURE 2 - CERTIFICATED AREA 



EPCOR Water Arizona Inc. - Mohave Water District 
Docket No. WS-01303A-14-0010 
December 15,2014 
Page 34 

EPCOR Water Arizona, Inc. - Mohave Water District 

Mohave System (PWS #08-032) 

Well #24-1 (DWR # 55-506309) 
drilledin 1983,515'well depth, 1,400 
gpm, 16" casing, 250-HP 

10" Meter 
LT--rl 4 0 T+ 

Legends: 
SCADA 
One Onsite Generator (400 LT~ 
Chlorine Analyzer v a s  installed in 
May 201 0 

C1,Injection 

WeU 24-1 Site 

Two 100-HP Booster Pumps 

1 4  I 

9-4-14 

~ 

Silver Creek Tank Site 
6" Meter 

A + Customers 0 --+ 300,000gaIlon 
Storage Tank Gravity flow 

(32'-H) & M H P  
I Booster Pump Well 16-2 Site 4- 

Legends: 
SCADA 

L 

Well 16-3 

/---, ~ ~ LaredoViUageTankSite 
\ / <  

500,000gallon - Gravity Flow 
Storage Tank 750,000 gallon 

Storage T& (2v-w Legends: 
SCADA (solar power operated) 

I I Bottom of 750.i100 ml yank IS 

I 

J 

- Customers 

c 

Transfer Station 
4" Meter 

t .I 

500,000 gal 
- Storage Tank - 

(24'-H, North Tank) 

Well 16-1 Site 

Well #16-1 8" meter c -3 Solar power operated SCADh 

(DWR # 55-603473) 
drilled in 1970,400' Tell 
depth, 2,150 gpm, 14"- 
16" casing, 200-HP 

15.m ~~~~t~~ pump One On-Site Generator (230 KK) 
One %" Backtlow Derice (mstalledm 02/2011: 

1,000,000 gal Storage - 
- Tank (24'-H, Chlorine Analyzer mstalled in May 2010. 

c1, injection 

- + One capped Smdplpe South Tank) 

FIGURE 3A 

MOHAVE WATER DISTRICT - MOHAVE WATER SYSTEM (PWS NO. 04-08-032) 
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EPCOR Water Arizona, Inc. - Mohave Water District 

Mohave System (PWS #OS-032) 

9-4-14 

Well LV-1 (DWR # 55-214621) 
drilled in 2008,1,410’ well depth, 
180 gpm, 8” casing, 60-Hp 

3” Meter 

Legends: 
SCADA Cl,lryecbon 

n Laredo Village #1 Well Site 

Well LV-2 (DWR # 55-221762) drilled 
in 2013,1,406‘ well depth, 100 gpm, 12” 
casing, 40-HP 

Laredo Village #2 Well Site 

Two 7.5-HP Booster Pumps 

Legends: 
SCADA C1, Injection 

Well 16-4 (DWR # 55-222149) drilled 
in 2013,860’ well depth, 1,400 gpm, 
21” casing, 250-HP 6” Meter 

Well 16-4 Site 

Legends: 
SCADA 

CI, Injection 

-P 

FIGURE 3B 

MOHAYE2 WATER DISTRICT - MOHAVE WATER SYSTEM (PWS NO. 04-08-032) 



EPCOR Water Arizona Inc. - Mohave Water District 
Docket No. WS-01303A-14-0010 
December 15,2014 
Page 36 

EPCOR Water Arizona, Inc. - Mohave Water District 

Mohave System (PWS #08-032) 

9-4-14 

WeU 16-2 (DWR # 55-603472) dnlled in 
1975,61O’welldepth, 600 gpm, 12”-lo” 
casing, 75-HP 

8” Meter 

Well 16-2 site 

100-HP Booster Pump 

6” meter gallon Storage 
Tank (32’-H) 10,000 gal 

-.----l. 

3,000 gal Pressure 
Tank (abandoned) 

Legends: 

Chlorine Analyzer installed in May 2010. 
Kell Pump replaced in November 2010. 

1,000,000 gallon 
Storage Tank 

(32’-K) 

, , , , C1,Injfiction, $?”Meter , + Well 16-3 Site pvR 
b 

Legends: 
Well Meter replaced in Apd 2010. 
One 2” Backflow Derice installed in 02/2011. 
one Bulldozer installed in 2007 
One Trailer (for wastewater) installed in 02/2011 

Well 16-3 (DWR # 55-509446) 
a bachp well runs in summer 
d d e d i n  l985,602’welldepth, 
500 gpm, 14” casing, 75-HP 

A 2nd floor Concrete Building used for 
Office/Warehouse. 

Riverview Mall Booster Pump Station 

compressor 

Two 15-HP & one 50-HP Booster 
Pumps 

FIGURE 3C 

MOHAVE WATER DISTRICT - MOHAVE WATER SYSTEM (PWS NO. 04-08-032) 
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Mohave System (PWS #OS-032) 

Big Bend Acres Well #2 (DWR # 55-519149) 
drilled in 1987,280’ well depth, 2,100 gpm, 18” 
casing, 100-HP - 

250,000 galon 
Storage Tank 12” Meter 

(24‘-H) 

d d e d  m 1961,115’ welldrpth, 250 g p q  8” 
casmg, well IS dxonnected & abandoned.) 

I 

Big Bend Acres WeU Site 
Three 50-HP 
Booster Pumps 

12” Meter 

SCADA 
Well Meter replaced m Dec 2008 

T~~ clay ~ a l ~ , ~ ~  & 
one check valve 

The 125,000 galon storage tank demolished in 2008. 
One ChloMe Analyzer was installed in May 2010 

I 
Mohave Dr. Booster Pump Station Site 

5,000 gal 
- essure Tank 
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jO-HP, 2-HP & 1’h-HP Booster Pumps I-HP Com 
I 

Resm-oir Fm 
Valve 

Desert Glen Booster Pump Station Site n 
%-HP Compressor 

5,000 gal 

6‘ meter 
Storage Tank 

Two 15-HP &one 100-HP 
Booster Pumps 

FIGURE 3D 

MOHAVE WATER DISTRICT - MOHAVE WATER SYSTEM (PWS NO. 04-08-032) 
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Mohave System (PWS #08-032) 

Two 20-HP Booster Pumps Mountain View Booster Pump Station Site 

@ 7 O B s u r e  Tank 

Legend 
S O A  

T 
Bullhead City Well #4 (DWR # 55-603479) 
580’ well depth, 220 g p q  12” casmg, (Well is 
dmonnected & abandoned.) 

Upper Zone Tank Site 

125,000 gal 
Storage Tank 

I 

-. 
C12 Injection casing, 4@HP 

-0+ LT--T-l 
6” Meter 

Bullhead City Well #5 Site 
Bullhead City Well #5 (DWR # 55403477) 
drilled in 1975,450’ well depth, 350 ~ p m ,  12” 

Legend 
SCADA 
Chlorine Analyzer 
installed in May 
2010 

FIGURE 3E 

MOHAVE WATER DISTRICT - MOHAVE WATER SYSTEM (PWS NO. 04-08-032) 
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9-4-14 
EPCOR Water Arizona, Inc. - Arizona Mohave Water District 

Camp Mohave System (PWS #08-037) 

Well #2 (DWR # 55-559559) d a d  m 1996, 
312’ wen depth, 500 gpm, 8” casmg, 20-Hp 

c1, Injection 

Sand 
Separator Meter 

Storage Tank 

Well #1 (DWR # 55-603416) 
200’ depth, 55 gpm, 8” casing 

(capped) 

5 7  

Camp Mohave well Site 

5,000 gal 
Pressure 

Tank 

Legends: - 
Two 40-Hp & Two 15-HP 
Booster Pumps KVA, 175 Ka) 

On-Site Generator (219 

SCADA 

Arizona Gateway Water System (PWS #OS-163) 

Well #1 (DWR # 55-586016) 
dded m 2003, 695’weU depth, 35 gpm, 
8” casmg, 7%-HP 

Well #2 (DWR # 55-200219) 
d a d  m 2007,775’ wen depth, 300 gpm, 
10” casmg, 60-HP (turbme) 

Arizona Gateway Well Site 

6” meter 

W----+o 
2” meter I 

0-LTT’ 
Legends: 
SCADA/dlakr to operator 

190 gal Pressure Tank 

300,000 gal Storage 

0- 
One On-Site Generator 6 meter 

Legends 

(150 KW & 187 KVA) 
SCADA 

R 
$ 

- 5  Y 

FIGURE 3F 

MOHAVE WATER DISTRICT - CAMP MOHAVE & ARIZONA GATEWAY WATER SYSTEMS 
(PWS NO. 04-08-037 & 04-08-163) 
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Legends: 
%” Backflow Device 
(installed in Feb 201 1) 

Compressor 
3,000 Gallon 

Arizona American Water Co. Mohave Water District 

Lake Mohave Highlands System (PWS #08-062) 

Well #2 (DWR # 55-556101) 

Lake Mohave Well site 

n 
drilled in 1996,505’well depth, 
150 gpm, 8” casing, 20-HP C1,Injection 

Two 25-HP Booster Pumps 
4” Meter 

Legends: 
SCADA 
One On-Site Gas operated Generator (60 kw) 
One %” Backflow Device (installed in Feb 2011) 
One Booster Pump replaced in December 201 0 

100,000 Gallon 
storage tank (24‘-H) 

5?-0 
Well #1 (DWR # 55-603417) 
W e d  in 1973,500’ well depth, 150 
gpm, 10” casing, 20-HP 

Zone 2 4 

Customers in 
Lake hlohave 

+ 
Customers in Lake Mohave 

Pegasus Ranch Booster Pump Station Site 

Legends: 

125,000 Gallon 

Two 25-HP &one IO-HP 
Booster Pumps 

+ 
Construction Usage Only 

FIGURE 3G 

MOHAVE WATER DISTRICT - LAKE MOHAVE HIGHLANDS WATER SYSTEM 
(PWS NO. 04-08-062) 
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drilled m 1996, 1,073’ well 
depth, 600 gpm, 12” casing, 
150-HP 

C1,Injection 

12” Meter 

EPCOR Water Arizona, Inc. - Mohave Water District 

Desert Foothills System (PWS #08-l37) 

500,000 Gallon 
Storage Tank 

(24’-H) 

9-414 

LT--r’-0- < 
500,000 Gal Ion 

Storage Tank - 

LTT1 
Xell#l  (DX’R ## 55 551125) 
drdled rn 1995, 1,212’ well depth, 25 
gpm, Y casmg, IO-HP 
X ell LS hconnened horn the 
S T S t r n  

(24’-H) 

Laughlin Ranch #1 Well 

drilled in 2005, 1,100’ well depth, 
220 gpm, 17” casing, 75-HP 

(DWR # 55-204657) 

LT-r’ -0- 
4” meter 

Lemnds: 

Legends: 
One &-Site Gas operated Generator (100 
kw, 125 KVA) 
SCADA 
One %” Backflow De&e (installed in 
02/2011) 

Desert Foothills Well site 

\ 
5,000 Gallon - 
Pressure Tank 

Three 10-HP & One 25-HP Booster Pumps 

(installed in 2009) 

- 
Well IS used and useful smce August 2009 
Tell Site IS a 80’x 200’ parcel 
Cider Bnck Fence with two Iron Gates 
SCADA 

y1 

u 

n Terraces Boosier Pump Station Site i‘ I-HP compressor 

3,000 Gallon 
Pressure Tank 

I One 40-HP &Two 10-HP Booster Pumps 

FIGURE 3H 

MOHAVE WATER DISTRICT - DESERT FOOTHILLS WATER SYSTEM 
(PWS NO. 04-08-137) 
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Mohave Water System 
Water Usage -July 2012 - June2013 
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FIGURE 4A - MOHAVE WATER SYSTEM WATER CONSUMPTION 

Camp Mohave Water System 
Water Usage -July 2012 - June2013 
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Lake Mohave Water System 
Water Usage -July 2012 -June 2013 
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FIGURE 4C - LAKE MOHAVE HIGHLANDS WATER SYSTEM WATER 
CONSUMPTION 

Desert Foothills Water System 
Water Usage -July 2012 -June 2013 
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FIGURE 4D - DESERT FOOTHILLS WATER SYSTEM WATER CONSUMPTION 
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- 

FIGURE 4E - ARIZONA GATEWAY WATER SYSTEM WATER CONSUMPTION 

Rio Vista Ranches Water System 
Water Usage -July 2012 - June2013 
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FIGURE 4F - RIO VISTA RANCHES WATER SYSTEM WATER CONSUMPTION 
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Mohave Water District - Actual and Projected Growth 
2008 through 2019 
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FIGURE 5 - MOHAVE WATER DISTRICT ACTUAL & PROJECTED GROWTH 
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ATTACHMENT 1 

Meter Repair and/or Replacement Tariff - BMP 4.2 

PURPOSE 

A program for the Company to systematically assess all in-service water meters (including 
Company production meters) in its water service area to identify under-registering meters for 
repair or replacement (Modified Non-Per Capita Conservation Program Best Management 
Practice Category 4: Physical System Evaluation and Improvement 4.2 Meter Repair and/or 
Replacement Program). 

REQUIREMENTS 

The requirements of this tariff are governed by Rules of the Arizona Corporation Commission 
and were adapted from the Arizona Department of Water Resources’ Required Public Education 
Program and Best Management Practices in the Modified Non-Per Capita Conservation Program. 

1. 

2. 

3. 

4. 

5. 

On a systematic basis, the Company will inspect 100 percent of its I-inch and smaller in- 
service water meters a t  least once every ten years for one of the following reasons 
(whichever occurs first): 

a. A meter reading complaint is filed with the Company by a customer or Arizona 
Corporation Commission Staff, 

b. A meter has registered 1,000,000 gallons of usage, 
c. A meter has been in service for ten years. 

Meters larger than 1-inch shall be inspected for one of the following reasons: 
a. A meter reading complaint is filed with the Company by a customer or Arizona 

Corporation Commission Staff, 
b. A meter has been in service for five years. 

The inspection will be accomplished by having a Company Technician physically inspect 
each meter and its fittings for leaks, registers which may have become loose or are not 
properly attached to the meter and could be under-registering or other broken parts 
which need repair. In  addition, meters shall be randomly selected for flow testing to 
identify potentially under-registering meters. 

The Company shall also replace or reprogram any water meters that do not register in 
gallons. Upon the effective date of this tariff, the Company shall install all replacement 
meters with new: 

a. 1-inch and smaller meters that register in 1 gallon increments, 
b. 1-1/2-inch through 4-inch meters that register in 10 gallon increments, and 
c. 6-inch and larger meters that register in 100 gallon increments. 

The Company shall keep records of all inspected and replacement meters and make this 
information available to the Commission upon request. 
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Docket No. WS-01303A-14-0010 

Plan of Administration 
System Improvement Benefit Mechanism (“SIB”) 

I. GENERAL DESCRIPTION 

This document is the Plan of Admimstration (“POA”) for the System Improvement Benefits 
(“SIB”) Mechanism approved for EPCOR Water’s (“Company”) Sun City Water District by the 
Arizona Corporation Commission (“ACC” or “Commission”) in Decision No. XxxXX on Month, 
Day, Year. The SIB provides for recovery of the capital costs (return on investment, income taxes 
and depreciation expense) associated with distribution system improvement projects listed in SIB 
Plant Table I that have been verified to be ~ompleted,’~ net of associated retirements and placed in 
service per SIB Plant Table I1 and where costs have not been included in rate base for recovery in 
Decision No. Xxxxx. Any expenditures offset by contributions in aid of construction or advances 
in aid of construction are not eligible for inclusion in the SIB. 

11. DEFINITIONS 

0 NARUC - National Association of Regulatory Utility Commissioners 

0 SIB - System Improvement Benefit mechanism to be implemented between rate 
proceedings to support investment in plant recorded in SIB Eligible NARUC 
accounts. 

0 SIB Eligible Plant - Investments in plant recorded in SIB Eligible NARUC accounts. 

0 SIB Eligible NARUC accounts: 

. NARUC Account No. 309 - Supply Mains 

. NARUC Account No. 331 - Transmission and Distribution Mains 

. NARUC Account No. 333 - Services 

. NARUC Account No. 334 - Meters and Meter Installations; 

. NARUC Account No. 335 - Hydrants 

0 SIB Plant Table I (Excerpt attached as Exhibit 1)16 - The schedule of planned SIB 
eligible projects that is either approved in the Company’s most recent rate case or 
updated by a subsequent Commission decision. As used herein, this term refers to 
the most recently updated SIB Plant Table I available unless reference is made to a 
particular Commission decision. 

0 SIB Plant Table I1 - The schedule of completed and verified SIB eligible projects 
from the latest Commission approved SIB Plant Table I and associated retirements. 

Acceptable form of verifications may include the Maricopa County Environmental Services Department Approval 

See Company filing of August 22,2013 

15 

of Construction, Professional Engineer’s Certificate of Completion, etc. 
16 

89 



EPCOR Water - Mohave Water District 
Docket No. WS-O1303A-14-0010 
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0 Total Revenue Requirement - The revenue requirement approved in Decision No. 
XXXXX, plus the SIB Revenue Requirement. 

0 SIB Revenue Requirement - The revenue requirement equal to the return on 
investment, income taxes and depreciation expense necessary to support the SIB 
Plant Table I1 amounts. 

0 SIB Revenue Requirement Efficiency Cre l t  - An amount equal to 5 percent of the 
SIB Revenue Requirement. 

0 SIB Authorized Revenue - Amount equal to the SIB Revenue Requirement less the 
SIB Revenue Requirement Efficiency Credit plus any SIB True up Adjustment. 

0 Gross SIB Surcharge - Amount to be shown on customers’ bds based on meter 
sizes without consideration to the SIB Surcharge Efficiency Credt. 

0 SIB Surcharge Efficiency Credit - An amount equal to 5 percent of the Gross SIB 
Surcharge to be shown on customers’ bds. 

0 SIB Surcharge - The amount equal to the Gross SIB Surcharge less the SIB 
Surcharge Efficiency Credit to be charged, based on meter size, calculated to recover 
the SIB Authorized Revenue. The SIB Surcharge is to be shown as a separate line 
item on customers’ bills. 

0 SIB True-up Adjustment - An amount to adjust for over- or under-collection of the 
SIB Authorized Revenues as compared with the total SIB Surcharges collected for 
the precedmg 12 month period. Each SIB true-up shall also analyze the cumulative 
over- or under-collections to include a comparison of all past SIB Authorized 
Revenues, total SIB Surcharge collections, and prior true-ups to be used in 
calculation of the SIB true-up surcharge or c re l t  by meter size. 

111. SIB RELATED FILINGS 

A. Progress Reports - Once a SIB is approved in a decision, the Company must file 
with Docket Control semi-annual status reports delineating the status of all SIB 
Eligible Plant, on a project by project basis as listed in the latest Commission 
approved SIB Plant Table I. The initial semi-annual status report shall include only 
those projects from the initial SIB Plant Table I which the Company has designated 
as most likely to be completed in the first 12 months. 

B. Reconciliation and True Up - Once a SIB Surcharge is implemented, the Company 
must file annually to true up its SIB Surcharge collections over the precedmg twelve 
months with the SIB Authorized Revenue for that period and establish a surcharge 
or c re l t  to true up over or under collections, regardless of whether it seeks a new 
surcharge. The filing dates for these annual true-ups shall be as established in the 
Commission’s Decision approving the SIB Surcharge. 

90 



EPCOR Water - Mohave Water District 
Docket No. WS-O1303A-14-0010 

Plan of Administration 
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C. SIB Surcharge Requests - To obtain its SIB Surcharge the Company must file the 
following: 

1. SIB Plant Table II” (with supporting information and documentation), 
showing the SIB eligble projects completed for which the Company seeks 
cost recovery. Such projects must: 

a. be projects listed in the SIB Plant Table I; 

b. have been completed by the Company; 

C. have been verified; and 

d. be actually serving customers. 

2. A summary of Commission approved SIB-eligible projects contemplated for 
the next twelve (12)-month SIB surcharge period from SIB Plant Table I” 
from Decision No. XXXXX to allow the Commission to establish the latest 
SIB Plant Table I. 

3. SIB Schedule A (sample attached as Exhibit 3), showing a calculation of the 
SIB Revenue Requirement and SIB Revenue Requirement Efficiency Credtt, 
SIB Authorized Revenue, Gross SIB Surcharge, SIB Surcharge Efficiency 
Credit, and the SIB Surcharge. Schedule A shall be supported by revenue 
requirements schedules supporting the revenue requirements in Decision No. 
xxxxI( and the pro-forma revenue requirements including the effects of 
SIB Eligble Plant. 

4. Schedule B (sample attached as Exhbit 4) showing the overall SIB True-up 
Adjustment calculation for the prior twelve-month SIB Surcharge period, as 
well as the individual SIB True-up Adjustment for each meter size. 

5. SIB Schedule C (sample attached as Exhbit 5) showing the effect of the SIB 
Surcharge on a typical residential customer blll for both medtan and average 
usage. 

6. SIB Schedule D (sample attached as Exhibit 6) which shall include an 
analysis of the impact of completed SIB Eligble Plant projects on the fair 
value rate base, revenue, and the fair value rate of return. The Company shall 
also file the following as part of SIB D Schedule: 

Sample attached as Exhibit 2 
Beginning with its SIB Surcharge Request filing €or the second 12-month surcharge period, the Company may 

request a change fiom the estimated Cost/Unit (approved in the Company’s most recent rate case Decision) due to 
inflation using the latest calendar year Consumer Price Index (see sample attached as Exhibit 1). This may be done 
only if the original SIB Plant Table I unit cost did not account for inflation. 

17 
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a. the most current balance sheet at the time of the f i g ;  

b. the most current income statement; 

c. an earnings test schedule; 

d. a rate review schedule (includmg the incremental and pro forma 
effects of the proposed increase); 

e. an adjusted rate base schedule; and 

f. a Construction Work in Progress ledger for each project showing 
accumulation of charges by month and paid contractor invoices 
including a summary page showing the calculation of the SIB eligible 
rate base and depreciation expense net of associated retirements. 

D. The Company will maintain and provide to the Commission’s Utilities Division 
(Staff) and the Residential Utility Consumer Office (RUCO) schedules in hlicrosoft 
Excel format (with all formulae intact) supporting the revenue requirement approved 
in Decision No. XXXXk T ,  and the effects of completed SIB eligible plant for the 
current SIB Surcharge Request and any previously approved SIB Surcharge and SIB 
True-up Adjustment Requests. 

E. The Company may make its initial SIB Surcharge Request through Docket Control 
no earlier than twelve months after the entry of Decision No. Xxxxx. 

F. The Company may make no more than one SIB Surcharge Request every twelve 
months with no more than five SIB Surcharge Requests between rate case decisions. 
A True-up must be filed with each SIB Surcharge Request, except the first. 

G. Unless otherwise authorized by the Commission, the Company shall be required to 
file its next general rate case no later than Month, Day, Year, with a test year ending 
no later than Month, Day, Year. 

H. Any SIB Surcharges that are in effect shall be reset to zero upon the date new rates 
become effective in the Company’s next general rate case. 

IV. SURCHARGE CALCULATIONS 

A. Calculations of Amounts to Be Collected By the SIB Surcharge 

1. The amount to be collected by the SIB Authorized Revenue shall be equal to 
the SIB Revenue Requirement minus the SIB Revenue Requirements 
Efficiency Credit plus any SIB True up Adjustment. 
For purposes of calculating the SIB Revenue Requirement: 
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(1) The required rate of return is equal to the overall rate of return 
authorized in Decision No. Xxxxx. 

(2) The gross revenue conversion factor/tax multiplier is equal to the 
gross revenue conversion factor/tax multiplier approved in Decision 
No. Xxxxx, and 

(3) The applicable depreciation rate(s) is equal to the depreciation rate(s) 
approved in Decision No. XxXxx. 

2. The SIB plant unit cost to be used in calculating the SIB Revenue 
Requirement shall be the lesser of the installed SIB plant unit cost listed in 
SIB Plant Table I1 or 110 percent of the SIB plant estimated unit cost listed 
in the latest Commission approved SIB Plant Table I. 

3. The amount to be collected by each SIB Surcharge Request shall be capped 
annually at five percent of the revenue requirement authorized in Decision 
No. XXXXX. 

B. Reconchtion And True-Ups 

1. The revenue collected by the total SIB Surcharges over the preceding twelve 
months shall be trued-up and reconciled with the SIB Authorized Revenue 
for that period. 

2. A new SIB Surcharge shall be combined with an existing SIB Surcharge such 
that a single SIB surcharge and SIB Efficiency Credit are shown on a 
customer’s bd.  

3. For each twelve (12) month period that a SIB surcharge is in effect, the 
Company shall reconcile the amounts collected by the SIB Surcharge with 
the SIB Authorized Revenue, for that twelve (12)-month period, consistent 
with Schedule B, attached hereto as Exhibit 4. 

4. Any under- or over-collected SIB Authorized Revenues shall be recovered or 
refunded, without interest, over a twelve-month period by means of a SIB 
True-up Surcharge or Credit. 

5. Starting with the second annual SIB Surcharge, where there are over- or 
under-collected balances, such over- or under-collected balances shall be 
carried over to the next year, and considered in the calculation of the new 
SIB True-up Surcharge or Credit. If, after the five-year period there remains 
an over- or under-collected balance, such balance shall be reset to zero, and 
addressed in the next rate case. 
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C. Earnings Test 

1. Once a SIB Surcharge is in effect, the Company shall be required to perform 
an annual earnings test calculation for each SIB Surcharge Request to 
determine whether the actual rate of return reflected by the operating income 
for the affected system or division for the relevant 12-month period 
exceeded the most recently authorized fair value rate of retum for the 
affected system or division. 

2. The earnings test shall be: 

a) based on the most recent available operating income, 

b) adjusted for any operating revenue and expense adjustments adopted 
in the most recent general rate case; and 

c) based on the rate base adopted in the most recent general rate case, 
updated to recognize changes in plant, accumulated depreciation, 
contributions in aid of construction, advances in aid of construction, 
and accumulated deferred income taxes through the most recent 
available financial statement (quarterly or longer). 

V. ADDING PROJECTS TO SIB TABLE I UNDER EMERGENCY 
CIRCUMSTANCES 

A. The Company may seek Commission approval to add projects in SIB Plant Table I 
only in the event of emergency circumstances. No such changes may be made 
without Commission approval. 

B. Any addition to SIB Plant Table I must be plant investment that maintains or 
improves existing customer service, system reliabhty, integrity and safety. Eligble 
plant additions are h t e d  to plant replacement projects. The costs of extending 
facilities or capacity to serve new customers are not recoverable through the SIB 
mechanism. 

C. To be eligble for SIB treatment, a project must be SIB Eligible Plant. 

D. SIB Eligible Plant must satisfy at least one of the following criteria: 

1. Water loss for the system exceeds ten (10) percent, as calculated by the 
following formula: ((Volume of Water Produced and/ or Purchased) - 
(Volume of Water Sold + Volume of Water Put to Beneficial Use)) divided 
by (Volume of Water Produced and/or Purchased). If the Volume of Water 
Put to Beneficial Use is not metered, it shall be established in a reliable, 
verifiable manner. 

94 



EPCOR Water - Mohave Water District 
Docket No. WS-O1303A-14-0010 

Plan of Administration 
System Improvement Benefit Mechanism (“SIB”) 

2. Plant assets that have remained in service beyond their useful service lives 
(based on the Company’s system’s authorized utility plant depreciation rates) 
and are in need of replacement due to being worn out or in a deteriorating 
condition through no fault of the Company; 

3.  Any other engineering, operational or financial justification supporting the 
need for a plant asset replacement, other than the Company’s negligence or 
improper maintenance, including, but not h t e d  to: 

a. A documented increasing level of repairs to, or failures of, a plant 
asset justifying its replacement prior to reaching the end of its useful 
service life (e.g. black poly pipe); 

b. Assets that are required to be moved, replaced or abandoned by a 
governmental agency or political subdivision if the Company can 
show that it has made a good faith effort to seek reimbursement for 
all or part of the costs incurred. 

VI. SIB SURCHARGE RATE DESIGN 

A. The SIB Surcharge rate design shall be calculated as follows: 

1. The SIB Surcharge shall be a fixed monthly surcharge containing a Gross 
SIB Surcharge and the SIB Surcharge Efficiency Credit as its two 
components. 

2. The SIB Surcharge shall be calculated by dividing the SIB Authorized 
Revenue by the number of equivalent active 5/8-inch meters at the end of 
the most recent twelve (12) month period, and shall increase with meter size 
based on the following meter capacity multipliers: 

5/8-inch x %-inch 
%-inch 
1 -inch 
1 Yz-inch 
2-inch 
3-inch 
4-inch 
6-inch 
%inch 
10-inch & above 

1.0 times 
1.5 times 
2.5 times 
5 times 
8 times 
16 times 
25 times 
50 times 
80 times 
115 times 

B. The SIB Surcharge shall apply to all of the Company’s metered customers, including 
private fire service customers. 
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VII. SIB SURCHARGE NOTICE REQUIREMENTS 

A. 

B. 

C. 

D. 

E. 

Thirty days prior to filing each application to implement a SIB Surcharge, the 
Company shall file a proposed form of notice to Staff for review, and a Summary of 
what the Company wdl be requesting in the application. Once the notice is approved 
by Staff, the Company shall provide a copy of the approved notice to its customers 
via newsletter or bdl insert. After providing notice, the Company shall fie a copy of 
the notice and a description of when and how it provided notice with each 
application to implement a SIB surcharge. The Summary and Notice shall include at 
least the following information: 

1. The individual Gross SIB Surcharge, by meter size; 

2. The individual SIB Surcharge Efficiency Credit, by meter size; 

3. The SIB Surcharge, by meter size; and 

4. Directions to where the customer may obtain a summary of the projects included 
in the current SIB Surcharge request, including a description of each project and 
its cost. 

A SIB Surcharge shall not become effective until approved by the Commission. 

The Company shall provide a proposed order for the Commission’s consideration. 

The Company shall notice its customers of the SIB Surcharge approved herein as 
soon as possible in a form acceptable to Staff and consistent with the notice 
requirements of Decision No. XXXXX. 

The Company shall not implement the SIB Surcharge until 30 days after having filed 
documentation in Docket Control providing the date when all effected customers 
have been notified of the Commission approved SIB Surcharge. 
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EXECUTIVE SUMMARY 

CONCLUSIONS 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

The Arizona Corporation Commission (“ACC” or “Commission”) Uiihties Division Staff 
(“Utilities Staff’ or “Staff ’) concludes that the Paradise Valley Water District (“Paradise 
Valley” or “District”) water system, has adequate production and storage capacity to serve 
the present customer base and any reasonable growth. 

The Maricopa County Environmental Services Department (“MCESD”) Compliance Status 
Report (“CSR), indicates that the District water system is currently delivering water that 
meets water quality standards required by 40 CFR 141 (National Primary D r i n h g  Water 
Regulations) and Arizona Administrative Code, Title 18, Chapter 4. 

The District’s water system service area is located within the Arizona Department of Water 
Resources (“ADWR”) Phoenix Active Management Area (“AMA”). 

ADWR’s Water Provider Compliance Reports, dated June 6, 2014, inlcate that the 
District’s water system is currently in compliance with departmental requirements governing 
water providers and/or community water systems. 

Accordmg to the Commissions Utilities Division Compliance Section database the District 
currently has no delinquent Commission comphnce items. 

The District has approved Cross-Connection/Backflow Prevention and Curtailment Tariffs 
on file with the Commission. 

The District has ten (10) Best Management Practices (“BMPs”) on file with the Commission. 

On May 2, 2012, the Environmental Protection Agency (“EPA”) revised and implemented 
the Unregulated Contaminant Monitoring Rule 3 (“UCMR3”). The District began samphg 
for the first sample set of UCRM3 contaminants in December 2013. The second set of 
samples were sampled in June 2014. The total cost for testing the samples, as flustrated in 
Table H, was $1,320. Staff concludes that the one-time expense of $1,320 associated with 
sampling and testing of the UCMR3 contaminants is reasonable and appropriate. 



9. Staff concludes that the District’s tank maintenance plan is appropriate and the cost 
estimate, as adjusted by Staff and outlined in Table J, to be reasonable. 

10. The District Post Test Year Investment Project (“IP”), listed in Table K, was found to be in- 
service and used and useful during the plant fachties site inspection on June 12,2014. Staff 
concludes that the cost ($1,279,112) associated with the installation of the District’s IP, listed 
in Table K, is reasonable and appropriate. 

1 1. Staff has determined that District’s proposed System Improvement Benefit (“SIB”) 
Mechanism (eligible 5-year infrastructure replacement plan), totaling $7,019,992 as tabulated 
in Table N, to be reasonable and appropriate. However, no “used and useful” determination 
of the proposed plant items was made, and no conclusions should be inferred for rate base 
purposes in the future. 

RECOMMENDATIONS 

1. 

2. 

3. 

4. 

5. 

6. 

Staff recommends, for the District, an annual water testing expense of $13,152, as tabulated 
in Table E, be used for the purposes of this application. 

Staff recommends the depreciation rates listed under “Staffs Recommended Rates” in Table 
F be adopted. 

Staff has no objections to the continued use of the currently authorized meter and service 
installation charges, as proposed by the District, and recommends the charges listed under 
“Staffs Recommendations” in Table G be adopted. 

EWAZ filed a proposed change to the Meter Repair and/or Replacement Tariff (“BMP 
4.2’3. In the proposed change, EWAZ requested that paragraph 3 of the BMP tariff, which 
refers to the inspection of meters, be moddied such that pullmg a meter for inspection 
would no longer be required and therefore be stricken from the tariff. Staff recommends 
approval of the modification in BMP 4.2, as proposed by EWAZ. 

Staff recommends that EWAZ file with Docket Control, as a compliance item is &IS docket 
by December 3lSt of each year following the decision in this proceeding, documentation 
demonstrating the status of the storage tank maintenance plan and the storage tank on wluch 
maintenance has been completed. 

Staff recommends approval of the District’s proposed Plant Table I of the System 
Improvement Benefits (“SIB”) Mechanism (eligble 5 year infrastructure improvement 
projects), submitted as a supplement to the District’s application by EWAZ on March 25, 
2014, totaling $7,019,992 as tabulated in Table N. Staff further recommends that SIB 
Attachments 2A-2E, 3A-3E, 4A-4E, and 5, and 6A-6M be adopted. 
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A. INTRODUCTION AND LOCATION OF COMPANY 

On March 7, 2014, EPCOR Arizona Water Company, Inc. (“EWAZ” or “Company”) filed 
an application with the Arizona Corporation Commission (“ACC” or “Commission’’) for approval 
of a rate increase in (Docket No. WS-O1303A-14-0010) for its Paralse Valley Water District 
(“Paradise Valley” or “District”). Paradise Valley’s current rates were approved in Commission 
Decision No. 71410, dated December 8,2009. 

The District water system, Public Water System (“PWS”) No. 04-07-056, provides public 
utility water service to approximately 4,860 metered connections’ in the Town of Paradise Valley, 
the City of Scottsdale, and the City of Phoenix in Maricopa County. The location of the District and 
the area covered by its Certificate of Convenience and Necessity (“CC&N’’), whch covers 
approximately 5,432 acres (8.5 square miles), are shown in Figures 1 and 2, respectively. The 
original CC&N area was transferred from Arizona-American Water Company to EWAZ in 
Commission Decision No. 72668 dated November 17,201 1. 

B. DESCRIPTION OF THE WATER  SYSTEM^ 

The District water system was visited on June 12, 2014, by Staff member Michael 
Thompson. Mr. Thompson was accompanied by Ms. Mary Rimback and Ms. Phan Tsan (Staff 
Public Utilities Analysts), Mi-. Jeffrey Stuck (EWAZ Director of Operation, Eastern Division), Mr. 
Roland Tanner (EWAZ Manager, Rates & Regulation), Mr. John Lulewicz (EWAZ Operations 
Manager), Mr. Paul Comejo (EWAZ Operations Manager, Anthem), Mr. Todd Farrel (EWAZ 
Production Foreman), and Mr. Tim Wdliams (EWAZ Maintenance Foreman). Mr. Todd Farrel is 
the District’s lead certified operator of r e ~ o r d . ~  

The District water system consists of seven (7) active wells, a 21.3 &on gallon per day 
(“MGD”) Arsenic Removal Facility (“ARF”), thirty (30) booster pumps, eleven (1 1) storage tanks, 
and the Miller Road Treatment Facility (“MRTF‘’). 

The in-service plant facilities @.e., wells, tanks, pumps, and visible pipe) within the District’s 
water system service area appeared to be in proper working order, properly maintained, and in good 
condition. However, a majority of the District’s storage tanks were in poor to moderately poor 
condtion with respect to corrosion protection, and structural remediation. Staff did not observe 
any leaks at the plant facilities, or in the distribution system. 

Detailed listings of the plant facilities are included in Table A. Schematics of the service area 
are illustrated in Figures 3A through 3E. 

1 Metered connections are included in the water use data submitted with the application. 
2 The description of the water system is based on one, or a combination of, the following sources: 1) Company’s Application, 2) 
Direct Testimony of Jeffrey Stuck, dated March 7,2014,3) Information contained in the Company’s Response to Staff Data Requests 
and, 4) Information collected during Staffs site visit. 
3 Mr. Farrell has certifications with the State of Arizona as a Grade 2 Wastewater Collection System Operator, Grade 2 Water 
Distribution System Operator, and a Grade 3 Water Treatment Plant Operator. ADEQ Operator Identification No. OP022238, 
expiration date February 28,2016. 
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AD%% we4 
JD Well ID 

Table A. Paradise Valley Water System Plant Facilities Summary 

Casing Pump Yield Casing Depth Meter Size Year Dkneter 
(inches) (iiches) Drdled 1'WP ow oTpm)2 (feet) 

(S) Well No. 16 

0 Well No. 17 

201 1 

0 Well No. 12 55-624806 300 1,400 1,301 24 - 20 12 

0 Well No. 12B 55-220510 400 2,980 1,130 20 12 

55-624809 350 2,400 1,500 18 12 1980 

55-537967 400 2,650 1,100 20 12 1993 

11 (S) WellNo. 14 I 55-624807 I 350 I 2,400 I 1,743 I 20-8 1 10 I 1965 11 

Storage Tanks 
(Gallons) Site 

11 (S)WellNo. 15 I 55-624808 I 350 I 2,100 I 1,430 I 20-18-  16 I 10 I 1969 11 

Emcrgcncy Back-up 
Genemtor Wells I'ressure Tanks Booster Pumps 

(Gallons) @PI 

Arsenic Removal Fachty (ARF') 

Miller Road Treatment Facility 
W T F )  

1 - 2,000 kW 3 - 400 
2 - 600 

Well Nos. 11, 
12 & 12B 2 - 1,500,000 None 

None 3 - 125 Well No. 15 None 500,000 
(Underground) 

Site 

60") Strec,t l 'nnk  

Sturagc 'I'ank Capacity Pressure 'rank Capacity Roosrcr Pumps 
(Gallons) (Gallons) @PI 

1 - 200.000 Nonc S o n e  

I( Club Estates Booster Pump Station I N/A I None I 2 -10 

30,000 Club Estates Tank and Booster Pump Station 
(a.k.a. Glen Drive Tank) 500 3 - 1.5 

11 Stone Canvon Booster P U ~ D  Station I None I None I 2 - 40 

Racquet Club Tank 
Clearwater W s  Tank No. 1 and Booster 
PumD Station No. 3 

11 Stone Canyon Tank I 95,000 I None I None 
100,000 None None 

100,000 None 2 - 3  

Clearwater W s  Tank No. 2 100,000 None None 

11 Clearwater HiUs Booster Pump Station I None I None I 3 - 60 

Clearwater HiUs Tank No. 3 22.000 None None 

11 Country Club Tank 

a g h  Cliff Booster Pump Station 

Las Brisas Booster Pump Station 

1 - 500,000 
1 - 360.000 

None 500 3 - 20 
2 - 7.5 None I - zn None 

None None I 
Country Club Booster Pump Station None None 4-30 
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2,100 25 

3/4 

1 

Service Area Distribution Mains 

Matcrial Length (fcet) Diameter 
(Inches) 

~l 
Various 5,089 

various 

Various 
11” 313 

4 88,269 11 
6 

8 

Various 280,320 

Various 176,508 

10 2,431 II 

Standard Wet Barrel 

16 I various I 42.909 H 

657 

18 I various I 62 I 

30 

36 

20 I various I 2,925 II 

Various 2,617 

various 271 

24 1 various I 18,058 11 

Total Length 681,111 

42 I various I 446 II 
Undetermined I Various I 457 II 

C. WATERUSE 

(I) Water Sold 

Size (inches Qwnhty 

I t 1  
11 Total Quantity 4,904 II 

Fire Hydrants 
11 Size/Description I Quantity 11 

Figure 4 represents the water consumption data, in graphical form, for the District’s water 
system during the 12 month period for the test year, July 2012 through June 2013. The water 
consumption graph is located in the Figure Section of this report. Table B represents the high, low, 
and average water consumption for the District’s water system. 
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K g h  Usage Month 

Highest Ddy  Average Usage 

Low Usage Month 

Lowest Daily Average Usage 

Test Year Average Usage 

Table B. Paradise Valley Water District Water System Water Usage 
Test Year July 2012 -June 2013 

September - 2012 

2,516 

March - 2013 

960 

1,782 

2011 Water Loss (?/a) 

2012 Water Loss (“’a) 

8.83 

9.32 

(2) Non-Accounted For Water 

Non-accounted for water should be 10 percent or less and never more than 15 percent. It is 
important to be able to reconcile the difference between water sold and the water produced by the 
source. A water balance will allow a water company to identify water and revenue losses due to 
leakage and any non-metered water use such as construction, firefighting, and line flushing. The 
water loss percentage within the District’s water system during the test year (fiscal year) was 
calculated to be 7.67 percent. Water loss percentages for the District’s water system from the 
District’s 201 1 through 2013 annual reports are listed in the Table C below. 

Table C. Paradise Valley Water District Water System Water Loss 

Water Loss 

Water System Paradise Valley 

I 2013 Water Loss (?/a) I 5.96 I 

As the table indicates, water loss in the Paradise Valley water system has been less than 10 
percent for the past three (3) calendar years (201 1 through 2013). 

(3) Water System Anaijsir 

The District water system has seven (7) active dnnking water wells with a total production 
capacity of approximately 15,830 gpm (22,795,200 gallons per day (gpd)). The water system has a 
total of eleven (11) storage tanks with a total storage capacity of approximately 5,007,000 gallons. 
During the peak month, September 2012, the water system was serving 4,863 connections when 
EWAZ reported 367,100,000 gallons of water sold. Average daily demand for the month of 
September 2012 was determined to be 12,236,667 gpd. Staff concludes that the water system has 
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2008 

2009 

2010 

adequate production and storage capacity to serve the present customer base and any reasonable 
growth. 

4,792 eCIS 

4,770 eCIS 

4,756 eCIS 

D. GROWTH4 

2015 

2016 

2017 

Table D and Figure 5 show the District’s customer growth based on service connection data 
contained in the EWAZ Enterprise Customer Information System (“eCIS”) data base. Accordingly, 
the District experienced a decrease in growth from 2008 to 2010 at a total rate of 0.75 percent (loss 
of 36 customers). From 2011 to 2013 the District experienced an increase in growth at a total rate 
of 0.80 percent kain of 38 customers). 

4,841 Projected 

4,864 Projected 

4,897 Pro j ected 

With respect to future growth, EWAZ is projecting a positive trend in growth from 2014 
through 2019. The EWAZ growth projections, which are updated each year in April, are based on 
data obtained from the eCIS data base, local economists, and local developers. In general, EWAZ is 
projecting the District’s growth to increase at a total rate of 4.40 percent (projected gain of 211 
customers) from 2014 through 2019. 

2019 

Table D. Paradise Valley Water District Actual and Projected Growth 

5,005 Projected 

II 2011 I 4,768 I eCIS II 
I1 2012 I 4,769 I eCIS II 
II 2013 I 4,794 I eCIS I 
II 2014 I 4,817 I Projected II 

II 2018 I 4,941 I Projected 11 

4 Staffs historical growth figures are based on the data reported by EWAZ from its Enterprise Customer Information System 
(“eCIS”) data base. Projected growth figures are based on EWAZ projections from its eCIS data base, local economists, and local 
developers. 
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E. MARICOPA COUNTY ENVIRONMENTAL SERVICES DEPARTMENT 
(“MCESD”) COMPLIANCE 

(1) Compliance Status 

MCESD Compliance Status Reports (“CSR) indicates that the Paradise Valley Water 
District water system is currently in full compliance with its requirements and is currently delivering 
water that meets water quality standards required by 40 CFR 141 (National Primary Drinking Water 
Regulations) and Arizona Administrative Code, Title 18, Chapter 45. 

(2) Water Monitoring and Testing ExpenseJ 

The District reported water testing expenses of $11,734 during the test year. Table E 
represents the monitoring and testing expenses that were reviewed, evaluated, and recalculated by 
Staff. The estimated annual water testing expense for the Paralse Valley Water System is $13,152. 
The increase in estimated water testing expenses, as compared to the test year expenses, is based on 
increased testing requirements. Staff concludes that the estimated water testing expenses are 
reasonable. Staff recommends, for the District, an annual water testing expense of $13,152, as 
tabulated in Table E, be used for the purposes of this application. 

5 MCESD CSRs dated December 10,2013 for the Paradise Valley Water District water system. 
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Iron 
Arsenic 

Trichloroethene 
ICP?MS Digest 

Table E. Water Testing Costs - Paradise Valley Water District (PWS No. 04-07-056) 

f 14 36 $ 504 $ 168 

$ 14 36 $ 504 $ 168 
f 176 144 f 25,344 s 8,448 
$ 16 36 $ 576 $ 192 

Compliance Analysis Testing 

Total Annual Water Testing Costs 

Lead & Copper 

Arsenic 462 

Disinfection By-products 70 6 420 140 

f 160 6 $ 960 320 

$ 39,457 $ 13,152 

Nitrate/Nit&e $ 27 3 
Inorganic Compounds (IOCs) s 202 1 

Volatile Organic Compounds (VOCs)’ f 176 0 0 0 

Synthetic Organic Compounds (SOCs) $ 1,744 2 3,488 1,163 

Ra&ochermcals (RADS) f 340 3 $ 1,020 340 

II s 544 II s 181 (I 34 11 ICP/MS Digest II f 16 II 
U TCLP - VOCs3 11 f 157 

TCLP - Metals3 II e 67 3 
‘M 

Process Analysis Testing 

F. ARIZONA DEPARTMENT OF WATER RESOURCES (“ADWR”) COMPLIANCE 

The District’s water system service area is located within the ADWR Phoenix Active 
Management Area (“AMA’’). ADWR’s Water Provider Compliance Reports, dated June 6, 2014, 
indicate that the District’s Water Systems are currently in compliance with departmental 
requirements governing water providers and/or community water systems. 

G. ARIZONA CORPORATION COMMISSION COMPLIANCE 

A check of the Utihties Division Compliance Section database showed that there are no 
delinquent Commission compliance items for the District.‘ 

Per Compliance Section email, dated August 8,2014 



EPCOR Water Arizona Inc. - Paralse Valley Water District 
Docket No. WS-O1303A-14-0010 
December 24,2014 
Page 13 

H. DEPRECIATION RATES 

EWAZ proposed only a few changes to the current District depreciation rates, which are 
shown in the District’s Proposed Rates column in Table F. Staff recommends the depreciation rates 
listed under “Staffs Recommended Rates” in Table F be adopted. 

Table F. Depreciation Rate Table - Paradise Valley Water District 

305 

306 
307 
308 
309 
310 

311 

320 

320.1 

Account Depreciable Plant 
Numbers 

302000 

303200 
303300 
303400 
303500 
303600 

301000 I Organization 
Franchises 

Land & Land Rights 
Land & Land Rights - SS 
Land & Land Fbghts - Pumping 
Land & Land Rights - Treatment 
Land & Land fights - T&D 
Land & Land fights - AG 

Structures & Improvements 
304100 
304200 
304300 

304400 
304500 
304600 
304620 
304700 
304800 
305000 

306000 Lake & River Intakes 
307000 
308000 
309000 

310000 Power Production Equipment 
310100 

Structure & Improvement - Source of Supply 
Structure & Improvement - Pumping 
Structure & Improvement - Water Treatment 1 

Equipment 
Structure & Improvement - T & D 
Structure & Improvement - General Plant 
Structure & Improvement - Offices 
Structure & Improvement - Leasehold 
Structure & Improvement - Store, Shop & Garage 
Structure & Improvement - Miscellaneous 
Collection & Impounding Reservoirs - Source 

& Pumping 

Wells & Springs - Source & Pumping 
Infiltration Galleries - Source & Pumping 

Supply Mains - Source & Pumping 
Power Generation Equipment - S & P 

Power Generation EauiDment - Other 

311000 
311200 
311300 
311400 
311500 
311530 
311540 
311600 

320000 
320100 
320200 
320300 

Pumping Equipment 
Pump Equipment - Steam 
Pump Equipment - Electric 
Pump Equipment - Diesel 
Pump Equipment - Hydraulic 
Pump Equipment - Other 
Pump Equipment - Water Treatment 
Pump Equipment - Transmission & Distribution 
Pump Equipment - Source & Pumping 

Water Treatment Equipment - Purification Equip. 
Water Treatment Equipment - Non-Media 
Water Treatment Equipment - Filter Me&a 
Water Treatment Equipment - Sludge Disposal 

Water Treatment Equipment 

0 00 
n no 

0.00 
0.00 
0.00 
0.00 
0.00 

2.50 
3.99 

2.00 
1.50 
3.99 
0.00 
0.00 
3.99 
3.99 

0.00 

0.00 
2.48 
0.00 
0.00 

0.00 
4.39 

0.00 
4.39 
4.39 
0.00 
0.00 
0.00 
0.00 
0.00 

0.00 
7.06 
5.00 

0.00 
0 00 

0 00 
0.00 
0.00 
0.00 
0 00 

2.50 
2.00 

2.00 
2.00 
2.50 
2.50 
2.50 
2.50 
0.00 

1.67 

0.00 
2.50 
0.00 
1.67 

3.33 
0.00 

4.00 
4.00 
4.00 
4.00 
4.00 
4.00 
0.00 
0.00 

0.00 
5.00 
10.00 

0.00 
n.nn 

0.00 
0.00 
0.00 
0.00 
0.00 

3.33 
3.33 

3.33 
3.33 
3.33 
3.33 
3.33 
3.33 
3.33 

2.50 

2.50 
3.33 
6.67 
2.00 

5.00 
5.00 

12.5 
12.5 
12.5 
12.5 
12.5 
12.5 
12.5 
12.5 

3.33 
3.33 
20.00 

0.00 
0.00 

0.00 
0.00 
0.00 
0.00 

2.50 
2.00 

2.00 
2.00 
2.50 
2.50 
2.50 
2.50 
0.00 

1.67 

0.00 
2.50 
0.00 
1-67 

3.33 
0.00 

4.00 
4.00 
4.00 
4.00 
4.00 
4.00 
0.00 
0.00 

0.00 
5.00 
10.00 
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330 

330.1 

330.2 

331 

332 
333 

334 

335 
336 
339 

340 

341 

342 
343 
344 
345 
346 

341 

330000 
330100 
330200 
330300 
330400 

331000 
331001 
331100 
331200 
331300 
331400 
332000 

333000 
333100 

334100 
334200 
334300 
335000 
336000 

339000 
339100 
339200 
339500 
339600 

340000 
340100 
340200 
340300 
340310 
340325 
340330 
340400 
340500 

341000 
341100 
341200 
341300 
341400 
342000 
343000 
344000 
345000 

346000 
346100 
346190 
346200 
346300 
347000 

Equipment (Arsenic Removal) 

Distribution Reservoirs & Standpipes 
Elevated Tanks & Standpipes 
Ground Level Tanks 
Below Ground Tanks 
Clearwell 

TD Mains -Water Treatment Equipment 
TD Mains - Not Classified by Size 
TD mains - 4-inch & less 
TD mains - 6-inch to 8-inch 
TD mains - 10-inch to 16-inch 
TD Mains - 18-inch and Greater 

Distribution Reservoirs & Standpipes 

Transmission and Distribution 

Fire mains 
Services 

Services 
Services - Water Treatment EauiDment 

Meters 
Meters 
Meter installations 
Meter Vaults 

Hvdrants 
Backflow Prevention Devices 

Other Plant & Miscellaneous Equipment 
Other Plant/Miscellaneous Equipment-- ?D Plant 
Other Plant/Miscellaneous Equipment - Intangble 
Other Plant/Miscellaneous Equipment - Supply 
Other Plant/Miscellaneous Equipment - T & D 
Other Plant/Miscellaneous Equipment - CPS 

Office Furniture & Equipment - General Plant 
Office Furniture 8c Equipment 
Computer & Peripheral Equipment 
Computer Software 
Computer Software - Mainframe 
Computer Software - Customized 
Computer Software - Other 
Date Handlrng Equipment - General Plant 
Office Equipment - Other 

Transportation Equipment - General Plant 
Transportation Equipment - Light Duty Trucks 
Transportation Equipment - Heavy Duty Trucks 
Transportation Equipment - Autos 
Transportation Equipment - Other 

Stores Equipment 
Tools, Shop & Garage Equipment 

Laboratory Equipment 
Power ODerated EauiDment 

Office Furniture & Equipment 

Transportation Equipment 

Communication Equipment 
Communication Equipment - General Plant 
Communication Equipment - Non-Telephone 
Remote Control & Instrument 
Communication Equipment - Telephone 
Communication Equipment - Other 

Miscellaneous Equipment 

5.00 

3.15 
0.00 
0.00 
0.00 
0.00 

0.00 
0.00 
4.17 
2.52 
2.34 
2.00 
2.00 

4.72 
0.00 

2.51 
1.51 
0.00 
2.10 
6.67 

0.00 
0.00 
0.00 
0.00 
0.00 

0.00 
4.04 
10.00 
25.00 
0.00 
0.00 
0.00 
0.00 
7.13 

0.00 
20.00 
0.00 
7.80 
16.67 
4.00 
3.61 
10.00 
4.64 

0.00 
9.76 
0.00 
0.00 
4.93 
0.00 

0.00 

1.54 
0.00 
1.54 
0.00 
0.00 

0.00 
2.00 
1.43 
1.43 
1.43 
1.43 
1.43 

2.50 
0.00 

8.33 
2.50 
2.50 
2.00 
0.00 

0.00 
0.00 
3.33 
0.00 
3.33 

0.00 
4.50 
10.00 
20.00 
20.00 
20.00 
0.00 
0.00 
6.67 

0.00 
0.00 
0.00 
0.00 
16.67 
4.00 
4.00 
4.00 
5.00 

0.00 
10.00 
10.00 
10.00 
10.00 
6.25 

10.00 

2.22 
2.22 
2.22 
2.22 
2.22 

2.00 
2.00 
2.00 
2.00 
2.00 
2.00 

3.33 
3.33 

8.33 
8.33 
8.33 
2.00 
6.67 

6.67 
6.67 
6.67 
6.67 
6.67 

6.67 
6.67 

20.00 
20.00 
20.00 
20.00 
20.00 
20.00 
6.67 

20.00 
20.00 
20.00 
20.00 
20.00 
4.00 
5.00 
10.00 
5.00 

10.00 
10.00 
10.00 
10.00 
10.00 
10.00 

0.00 

1.54 
0.00 
1.54 
0.00 
0.00 

0.00 
2.00 
1.43 
1.43 
1.43 
1.43 
1.43 

2.50 
0.00 

8.33 
2.50 
2.50 
2.00 
6.67 

0.00 
0.00 
3.33 
0.00 
3.33 

0.00 
4.50 
10.00 
20.00 
20.00 
20.00 
0.00 
0.00 
6.67 

0.00 
0.00 
0.00 
20.00 
16.67 
4.00 
4.00 
4.00 
5.00 

0.00 
10.00 
10.00 
10.00 
10.00 
6.25 
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I. OTHER ISSUES 

(I) Service Line and Meter Installation Charges 

EWAZ did not propose any changes to the District’s existing service line and meter 
installation charges.’ The proposed charges are refundable advances, and are slmilar to the Staffs 
typical range of charges for service line and meter installations. Since the District may at times 
install meters on existing service lines, it would be appropriate for some customers to only be 
charged for the meter installation. 

Staff has no objections to the continued use of the currently authorized meter and service 
installation charges, as proposed by EWAZ, and recommends the charges listed under “Staffs 
Recommendations” in Table G be adopted. 

Table G. Service Line and Meter Installation Charges - Paradise Valley Water District 

Company Current/Proposed Staffs Recommeatiatioos 

Total Charge Char 
bfetcr Sue 

I 5/8 Y 3 ’4-mch II s115 S U 5  I S l i 5  

6-mch Turbme ICB* ICB* ICB* 
8-mch or Larger ICB* ICB* ICB* 

ICB* Inhcates Inhvidual Case Basis at Actual Cost 

(2) Cz?i?ailment TanJ 

The District has an approved Curtallment Tariff on file with the Commission. This tariff 
became effective October 24,2007. 

(3) Cmss-Connection/ Backflow Prevention Tan# 

The District has an approved Cross-Connection/Backflow Prevention Tariff on We with the 
Commission. This tariff became effective June 16,2013. 

The Company’s current charges were approved ia Decision No. 73145, effective May 1,2012. 
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(4) Best Management Practices (‘BMP’J Tan$” 

The District has ten (10) BMP’s on file with the Commission. The BMP tariff became 
effective January 20,2012. 

EWAZ filed a proposed change to the Meter Repair and/or Replacement Tariff (BMP 4.2). 
In the proposed change, EWAZ requested that paragraph 3 of the BMP tariff, whch refers to the 
inspection of meters, be moddied such that pulling a meter for inspection would no longer be 
required and therefore be stricken from the tariff. Staff concludes that the request to mo&fy BMP 
4.2 is appropriate and relevant. Staff recommends approval of the mo&fication in BMP 4.2, 
attached hereto as Attachment 1. 

(5) Unrgdated Contaminant Monitoring 

On May 2, 2012, the Environmental Protection Agency (“EPA”) revised and implemented 
the Unregulated Contaminant Monitoring Rule 3 (“UCMR3”). ADEQ does not regulate the 
UCMR3 program. The purpose of the UCMR3 (monitoring and sampling assessment) is for water 
systems to collect occurrence data for contaminants suspected to be present in drmking water, but 
that do not have health-based standards set under the Safe Drinking Water Act (“SDWA”). The 
UCMR3 program is the primary source of drinking water contaminant occurrence data used by the 
EPA in regulatory determinations. The UCMR3 program requires water systems to perform the 
monitoring and sampling assessment only once during the time frame between January 2013 - 
December 2015. 

EWAZ is required by the EPA to conduct assessment monitoring and sampling in the 
Paradise Valley water system for the presence of UCMR3 contaminants. Samples to be tested for 
the presence of twenty one (21) of the UCMR3 contaminants are to be taken twice (2) from each 
EPDS within one (1) consecutive twelve (12) month period. Samples to be tested for the presence 
of seven (7) of the UCMR3 contaminants are to be taken twice (2) from the distribution system 
maximum residence time sampling locations within the same consecutive twelve (12) month period. 
Each sampling event must occur five (5) to seven (7) months apart. Samphg can span more than 
one calendar year, as long as the sampling is conducted during a twelve (12) month period. 

The District began sampling for the first sample set of UCRM3 contaminants in December 
2013. The second sample set was sampled in June 2014. The total cost for testing the samples, as 
dustrated in Table H, which was a one-lime occurrence was $1,320. Staff concludes that the one- 
time expense of $1,320 associated with samphg and testing of the UCMR3 contaminants is 
reasonable and appropriate. 
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1 Distribution System - Maximum Residence 
Time f“DSMRT’9 

Table H. EPA Mandated UCMR3 Testing Costs 

June 2014 Belleville $ 160 $ 160 

Entry Point - Distribution System (“EPDS”) 

Entry Point - Distribution System (“EPDS’) 

1 December2013 Belleville f 500 $ 500 

1 June 21 04 Bellevdle f 500 f 500 

(6) Tank Maintenance Program 

Total 

EWAZ proposed a tank maintenance plan spanning a period of 14 years for nine (9) of its 
water storage tanks. The plan includes recoaiing the interior and exterior of each tank, as well as any 
structural repairs that may be needed. EWAZ is requesting an estimated $2,601,920 for the tank 
maintenance plan with an annual revenue stream of approximately $185,851 for the 14 year period. 
Table I, provided by EWAZ, represents the breakdown of the estimated costs for its storage tank 
maintenance plan. 

$ 1,320 

EWAZ established the tank maintenance plan on recommendations provided by Tank 
Industry Consultants, Inc. (“TIC”), as outlined in its field evaluation report dated September 21, 
2010. TIC’S recommendations are based on the interior and exterior evaluation of the Clearwater 
Hills No. 2 storage tank, which was conducted on September 16, 2010. Comparatively, the eight (8) 
storage tanks, which were not included in the field evaluation, have sirmlar issues to those of the 
Clearwater Hills No. 2 storage tank. 

An independent field evaluation, conducted in July 2014, by Industrial Inspection and 
Consulting, LLC (“IIC”) provides additional support for the tank maintenance plan. In ICC’s field 
evaluation report, dated July 28, 2014, ICC concluded that all of the tanks are in need of various 
stages of remediation. 
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Table I. EWAZ Storage,Tank Maintenance Plan Expense Calculation 

PARADISE VALLEI’ COST B.4SIS pa TCI REPORT $173,000 
PRICE PER G.UQN $1.73 

TOT>% ESTlhL4’IED PROGRAM COST $&@I1920 
AYER4GE 14 -YEkR,NNLIALIZED COST $185,851 

From a review of the TIC tank evaluation report and the IIC field evaluation report, 
adjustments were made to the EWAZ storage tank maintenance expense estimates. Staff believes 
the adjustments, which are expressed in Table J, are more representative with actual tank 
maintenance costs. Based on the adjustments, the total cost of the storage tank maintenance plan 
has decreased from $2,601,920 to $1,707,208. Staff concludes that the District’s tank maintenance 
plan is appropriate and the cost estimate, as adjusted by Staff and outlined in Table J, to be 
reasonable. Staff recommends that EWAZ file with Docket Control, as a compliance item is this 
docket by December 3lSt of each year following the decision in &IS proceebg, documentation 
demonstrating the status of the storage tank maintenance plan and the storage tank on whch 
maintenance has been completed.8 

8 In Decision No. 71410, dated December 8,2009, Paradise Valley was granted $124,831 per year for annual tank maintenance 
expenses which was based on a three year normalization period totaling $374,493. In the test year, ending June 30,2013, the District 
had spent only 319,773 on tank maintenance. 
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Table J. Storage Tank Maintenance Plan Adjusted Expense (Staff Recommendation) 

No. I Item 

IClean & Paint Exterior: 

Epoxy/Polprethane Systen 

Con tmen t  (Lead) 

Clean & Paint Interior: 

3 1 4 Cathodic Protection 

3 - G a t ~ p o x y S y s t e r n  

Miscellaneous Chipping & 

Grinding 

6 Seamsealing 

7 Pit Repair 

Exterior Flexble Piping 
Connections (2) 

Overflow Pipe & Install 
Checkvalve 

Exterior Ladder Well 
Removal 

Exterior Ladder 
Replacement 

Exterior Ladder Safe- 
Climbing Device 

Vandal Deterent - Safety 
CageDoor 

Additional Roof Safety 
Railing Installation 

Existing Roof Safety Railing 
Modifications 

l2 

l3 

l4 

l5 

16 Additional Shell Manhole 

17 Additional Roof Manhole 

Clog-Resistant Vent 
l 8  Installation 

I I I 

$24,100 $15,800 $0 $6,100 

$40,100 $26,200 $0 $10,200 

$92,800 $37,200 $55,800 $13,000 

$10,000 $9,000 $9,000 $6,000 

$0 $0 $0 $0 

$0 $0 $0 $0 

$17,100 $5,800 $8,700 $2,300 

$12,000 $6,120 $6,000 $1,200 

$12,000 $6,120 $6,000 $1,200 

$0 $0 $0 $0 

$0 $0 $0 $0 

$2,000 $2,000 $2,000 $2,000 

$1,000 $1,000 $1,000 $1,000 

$4,000 $4,000 $4,000 $4,000 

$2,000 $2,000 $2,000 $2,000 

$15,000 $15,000 $15,000 $15,000 

00 $0 $0 $0 

$23,960 $13,774 $11,700 $7,150 

$263,560 +-H- $151,514 $128,700 $78,650 

t I 

$7,300 I $43,700 1 $35,000 

$12,200 I $72,800 1 $58,300 

$24,100 $126,000 $96,700 

$6,000 I $12,000 I $11,000 

$3,100 $28,000 $20,100 I I 

$2,000 

$1,800 $30,000 $21,600 

$1,800 $30,000 $21,600 

$0 $0 $0 

$0 $0 $0 

$2,000 $2,000 

$1,000 $1,000 

$4,000 $4,000 

$2,000 $2,000 

$1 5,000 $1 5,000 

$0 $0 

$1,000 

$4,000 

$2,000 

$15,000 

$0 

$8,780 $37,400 $29,500 =H- 096,580 $411,400 $325,300 

I I 
$147,800 

$246,000 

$37,200 $35,200 $518,000 

$9,000 $8,000 $80,000 

$0 $0 $0 

$0 80 $0 

$5,800 $5,400 $96,300 

$6,120 $5,400 $90,240 

$6,120 $5,400 $90,240 

$0 $0 $0 

$0 $0 $0 

$2,000 $2,000 $18,000 

$1,000 $1,000 $9,000 

$4,000 $4,000 $36,000 

$2,000 $2,000 $18,000 

$0 $0 

(7) Paradise Valley Water Dish& Post Test Year Plant Additions - Post Test Year Investment Pryects 
(YPs’? Used and Usejid flub 2103 -June 30,2014) 

EWAZ has requested that one (1) District post-test year capital investment project 
(“II”’), totaling $1,279,112 be included as Post Test Year Plant AdQtion. The 
District IP, listed in Table K, was found to be in-service and used and useful during 
the plant facdities site inspection on June 12, 2014. Staff concludes that the cost 
associated with the installation of the Districts IP, listed in Table K, is reasonable 
and appropriate. 
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Existing 
Plant 

Table K. Post Test Year Plant Additions - Paradise Valley Water District Investment Projects 
(Used and Useful) 

Average 
Useful 

Life 
(Years) 

Existing Plant Existing Plant Units 
Exceeding Average Exceeding Average to be 
Useful Life (Units) Useful Life (YO) Replaced 

Material/Type Units’ 

(8) System Improvement Bene@ (“SZB’? - Paradise VdLy Water Dist& 

Mains2 

Services 

Valves 

EWAZ is seeking a SIB to address necessary distribution system infrastructure replacements 
that provide service to the existing District customers. As a supplement to its application, EWAZ 
submitted a SIB Engineering Report (“Report”) supporting the need for its proposed 5-year 
infrastructure replacement projects for the District’s Sun City water systems.’ The proposed 
infrastructure replacement projects are expected to commence in 2015 and finish, 4 years later, in 
2019. The Report identifies the most critical areas within the District, provides estimates for the 
quantity of service lines, meters, water mains, and valves that need to be replaced within the District, 
and estimates the associated replacement costs. 

Asbestos-Cement (AC) 255,373 59 20,430 8 9,226 
Galvanized Steel Pipe 5,699 47 57 1 0 

Cast Iron Pipe 277,709 58 41,656 15 0 

Gate Valves 3,870 52 968 25 200 

Galvanized Steel 5,000 52 1,500 30 1,088 

Historical repair and replacement data was ualrzed by EWAZ to assess the Districts existing 
plant (e.g. mains, services, and valves). Table M., which dustrates the results from the assessment, 
was used to assist with establishing existing plant replacements for the SIB. 

Table M. Water Main, Services, & Valve Assessment - Paradise Valley Water District 

A summary of the District’s planned infrastructure replacement projects, which includes 
replacement of approximately 9,226 linear feet (“lf’) of water main, 1,088 service h e s ,  and 200 
valves, is tabulated in Table N. The tables, separated by the project year (2015 through 2019), the 

9 SIB Engineering Report - EWAZ Exhibit CC-1-B, dated March 26,2014. 
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Year 2015 
Plant Units I Cost2 

I 

project (water mains, service lines, and valves), and the project location, are included in this report as 
attachments 2A-2E, 3A-3E, and 4A-4E. 

2016 2017 2018 2019 Total 
Units 1 cost2 uni ts  1 Cost2 Units I Cost2 Units 1 Cost2 Units 1 cost2 

I I I I I 

The Plan of Administration (“POA”) and its exhibits, for the District’s SIB projects, was 
reviewed and is included in this report. The POA is attached as Attachment 5 and the exhibits, 
which include SIB Tables I and 11, and the Schedules, are attached as Attachments 6A-6M. 

Mains’ 

Services 

Valves 

Total 

Based on a review of the Report, Staff has determined that the proposed 5-year 
infrastructure replacement plan, totahg $7,019,992, to be reasonable and appropriate. However, no 
“used and useful” determination of the proposed plant items was made, and no conclusions should 
be inferred for rate base purposes in the future. Staff recommends approval of the District’s 
proposed Plant Table I of the SIB Mechanism (eligble 5 year infrastructure improvement projects), 
submitted as a supplement to the District’s application by EWAZ on March 25, 2014, totaling 
$7,019,992 as tabulated in Table N. Staff further recommends that SIB Attachments 2A-2E, 3A-E, 
4A-4E, 5, and 6A-6M be adopted. 

2,088 $454,179 1,298 $346,614 1,700 $291,500 2,030 $362,142 1,426 $224,369 9,226 $1,678,804 

209 $813,727 212 $824,710 239 $930,283 232 $904,042 196 $761,957 1,088 $4,234,719 

40 $203,628 40 $225,795 40 $242,691 40 $204,380 40 $229,975 200 $1,106,469 

$1,471,534 $1,397,119 $1,464,474 $1,470,564 $1,216,301 $7,019,992 

Table N. SIB - Paradise Valley Water District Planned Infrastructure Replacement Projects (2015 - 2019) 
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FIGURE 1 - MARICOPA COUNTY MAP 
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EPCOR Water Arizona, Inc. 

Maricopa County 
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I 

FIGURE 2 - CERTIFICATED AREA 
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12-18-14 EPCOR Water Arizona, Inc. - Paradise Valley Water District 
(PWS #07-056) 

Well #17 (drilled in 1993) Well #17 Site Well #14 (drilled in 
1965) DER # 55 537967 
DWR # 55 624807 
1,740’ deep, 20-8” cas% 
400-HP, 2,100 gpm 

Well #14 Site 

w-4 
1,100’ deep, 20” casmg, 400 
HP, 2,400 gpm 12” meter 

10” meter 

0 

Well #16 (drilled in 1980) 
DWR # 55-624809 
1,500’ deep, 18” casmg, 400-HP, 
2,200 gpm 

Well #16 Site 

--0 
1T meter 

Paradise Valley Well 11, Well 12 
& Arsenic Treatment Facility 

FIGURE 3A 

PARADISE VALLEY WATER DISTRICT -WATER SYSTEM (PWS NO. 04-07-056) 
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8-20-08 Arizona-America Water Co. Paradise Valley Water District 
(WS g07-056) Well #11& Well #12 & ATP Site 

Well #11 (drilled in 1959) 
DWR # 55-624805 
1,372’ deep, 20.16” casmg 1 5 MG storage tank 
300-HP, 1,800 gpm 400-HP, 1,300 gpm + (20’-H) installed in 12% N a x ’  

2006 

Well #12 (drilled in 1962) 
DWR # 55-624806 
1,301’ deep, 24-20” casmg 

- 

Tluee 400-HP booster 
pumps (installed in 2006) 

1 5MG storage tank 
(20’-H) installed in - 

2006 
12” meter 

12” meter 

1 

t 
1 A 2,182 KVA on-site 

Two 150-HP backwash pumps six filters 21.3 MGD Arsenic Treatment Plant 

12% NaoCl 
irgection 40% FeC1, injection 

50% NaOH 

I 

I genelator 

Well #12B (drilled in 2011) 
DWR # 55-220510, 1,130’ deep, 
20” cash& 400-HP, 2,980 gprn 

I T  meter 

FIGURE 3B 

SUN CITY WATER DISTRICT - SUN CITY WATER SYSTEM (PWS NO. 04-07-099) 
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12-18-14 EPCOR Water Arizona, Inc. -Paradise Valley Water District 
(PWS #07-056) 

Well f# 14 Well #I5 (drilled in 1969) 
DWR # 55424808 
1,430' deep, 20'-18'-6" casing, 
400-HP, 2,300 gpm 0 

TCE (gaseous form) dscharges to am 

TCE Treatment Plant 
Ar brewer ( Enclosure) 

This dscharge 
lme was installed 
in Spring 2008 

Three 125-Hp booster pumps 

Miller Road TCE Treatment Facility 

To the Paradise Valley Well 11, Well 12 & 
Arsenic Treatment Facility 

FIGURE 3C 

PARADISE VALLEY WATER DISTRICT -WATER SYSTEM (PWS NO. 04-07-056) 
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12-18-14 

Well 11& 
Well 12 & 
ATP site 

EPCOR Water Arizona, Inc. - Paradise Valley Water District 
(PWS #07-056) 

I I  I 

'1 ! 
Two 1 %-€IF' & one 3-Hp pumps 

+ 30,OOOgal --t 
storage I 
tank 

Club Estates Tank & Glen Dr. Booster Pumo Site 

Racket Club 
Tank Site /-I 

Gravity flow 
b Distribution (Customers) 

t 
I I A 

Las Brisas Booster Pump Site 

Gravitv flow 

FIGURE 3D 

PARADISE VALLEY WATER DISTRICT -WATER SYSTEM (PWS NO. 04-07-056) 
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12-18-14 EPCOR Water Arizona, Inc. -Paradise Valley Water District 
(PWS #07-056) 

Stone Canyon 
Tank Site 

I Racquet Club Tank Site I - undergrounc 

15-HP pump E 
7x-m 781 Pump 

Las Brisas Booster Pump Site 1 -  
Three 60-HP pumps (underground) 

Cleamater Hills Booster Pump Station #1 
Site 

100,000 gal 

Cleamater Hills 
Tank #1 Site 

Main Zone (60" 

8" Pressure Regulator Valve 
("PRV") x-+ Paradise Valley GC 

__r Mt ShadowsGC 

\ St tank, Miier Rd 

4"PRV 

GIa* flow - Distribution 
(Customers) 

msn \ Graylty flow 

Clearwater Hills 
Tank #2 Site 

- 
100,000 gal 
tank,24'-H . 

Clearwater Hills Booster 
Pump Station #3 Site 

22,000 gal +B Clearwater Hills 

Tank #3 Site 

~ 

FIGURE 3E 

PARADISE VALLEY WATER DISTRICT -WATER SYSTEM (PWS NO. 04-07-056) 
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Paradise Valley Water System 
Water Usage -July 2012 - June2013 
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FIGURE 4 - PARADISE VALLEY WATER SYSTEM WATER CONSUMPTION 

Paradise Valley Water District -Actual and Projected Growth 
2008 through 2019 
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FIGURE 5 - PARADISE VALLEY WATER DISTRICT ACTUAL & PROJECTED GROWTH 
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ATTACHMENT 1 

Meter Repair and/or Replacement Tariff - BMP 4.2 

PURPOSE 

A program for the Company to systematically assess all in-service water meters (including 
Company production meters) in its water service area to identify under-registering meters for 
repair or replacement (Modified Non-Per Capita Conservation Program Best Management 
Practice Category 4: Physical System Evaluation and Improvement 4.2 Meter Repair and/or 
Replacement Program). 

REQUIREMENTS 

The requirements of this tariff are governed by Rules of the Arizona Corporation Commission 
and were adapted from the Arizona Department of Water Resources’ Required Public Education 
Program and Best Management Practices in the Modified Non-Per Capita Conservation Program. 

1. On a systematic basis, the Company will inspect 100 percent of its l-inch and smaller in- 
service water meters a t  least once every ten years for one of the following reasons 
(whichever occurs first) : 

a. A meter reading complaint is filed with the Company by a customer or Arizona 
Corporation Commission Staff, 

b. A meter has registered 1,000,000 gallons of usage, 
c. A meter has been in service for ten years. 

2. Meters larger than l-inch shall be inspected for one of the following reasons: 
a. A meter reading complaint is filed with the Company by a customer or Arizona 

Corporation Commission Staff, 
b. A meter has been in service for five years. 

3. The inspection will be accomplished by having a Company Technician physically inspect 
each meter and its fittings for leaks, registers which may have become loose or are not 
properly attached to the meter and could be under-registering or other broken parts 
which need repair. I n  addition, meters shall be randomly selected for flow testing to 
identify potentially under-registering meters. 

4. The Company shall also replace or reprogram any water meters that do not register in 
gallons. Upon the effective date of this tariff, the Company shall install all replacement 
meters with new: 

a. l-inch and smaller meters that register in 1 gallon increments, 
b. 1-1/2-inch through 4-inch meters that register in 10 gallon increments, and 
c. 6-inch and larger meters that register in 100 gallon increments. 

5. The Company shall keep records of all inspected and replacement meters and make this 
information available to the Commission upon request. 



I 

VI 

3 N \ 

2 

d \ 

m 
3 N \ 

.- 

2 

d \ 

o\ "1 m N 

"1 m "1 
"1 "1 "1 

m m 



0 \ 

Y 

a 
8 
0 

v, v, 

cr, rn cr, 

x 

N a 

2 
r- 
3 

d \ 

v, 

0 N \ 

H 

2 

v, d 

rn m rn 

P m 

d N 

cr, 30 

# 

3" 

H 

d \ 

r- d 

w, rn rn 

d m 



a m 

3 
cci 

# 

d , 
c 

m cci m 

‘7 m 

6 \ 

m cci cci 



d \ d \ d \ 

s 
2 
0 N .. w .. 

2 

w m 3 

z 
a 

m m rci 
m m rci rci m m 

c. 
31 



c! \ 

ci ci ci ci ci m 



w w 

2 
2 * 

d \ d \ CJ \ 

r- 

0 N \ 

e 

2 

w 
e 
3, 

3 

m A 

r- 
Y. 

3, 

rc, m 

rc, m rc, 

f 
3, 

d \ 

rj 

rci m rci 

ur 
Y. 

ch 

r- 
3 N 
\ 
N i( 

r- 

0 N \ 

e 

2 

N N N rc, 

m rc, rc, rc, m m 

00 
m 





c1 m 
c' 
3 

m # 

m 

0 N \ 

.-. 
2 

d \ 

m 
0 N -. 
2 

n -. 

Li 

I 

..- u 

3 
2 
3 

il 
N m w 

m m "i m m crr 

0 

v, p? 

n \ 

m m rc, 



d \ 
c 

m 
0 N \ 

2 

u 

U 

m d 

I M 

d \ 

00 

0 N \ 

.-. 

2 

m m 

m w, m 

n 
2 



C 

0. 
2 

x 
Y 

Li 

5 

r: \ 

N W 

m m CTI 

L 

e 
.A a 

CTI W 

w, 

I 

2 
s 
W 

P 

m m m 

m x 





e, 
2: 

m 
N 

2 
3 N # 

CJ \ 

m 
î 
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I. GENERAL DESCRIPTION 

This document is the Plan of Admirustration (“POA”) for the System Improvement Benefits 
(“SIB”) Mechanism approved for EPCOR Water’s (“Company”) Sun City Water District by the 
Arizona Corporation Commission (“ACC” or “Commission7’) in Decision No. XxxXX on Month, 
Day, Year. The SIB provides for recovery of the capital costs (return on investment, income taxes 
and depreciation expense) associated with distribution system improvement projects listed in SIB 
Plant Table I that have been verified to be completed,12 net of associated retirements and placed in 
service per SIB Plant Table I1 and where costs have not been included in rate base for recovery in 
Decision No. Xxxxx. Any expenditures offset by contributions in aid of construction or advances 
in aid of construction are not eligible for inclusion in the SIB. 

11. DEFINITIONS 

NARUC - National Association of Regulatory Utility Commissioners 

SIB - System Improvement Benefit mechanism to be implemented between rate 
proceedings to support investment in plant recorded in SIB Eligible NARUC 
accounts. 

SIB Eligible Plant - Investments in plant recorded in SIB Eligible NARUC accounts. 

SIB Eligible NARUC accounts: 

’ NARUC Account No. 309 - Supply Mains 

NARUC Account No. 331 - Transmission and Distribution Mains 

NARUC Account No. 333 - Services 

NARUC Account No. 334 - Meters and Meter Installations; 

NARUC Account No. 335 - Hydrants 

. 

. 

. 

SIB Plant Table I (Excerpt attached as Exhibit l ) I 3  - The schedule of planned SIB 
eligible projects that is either approved in the Company’s most recent rate case or 
updated by a subsequent Commission decision. As used herein, this term refers to 
the most recently updated SIB Plant Table I available unless reference is made to a 
particular Commission decision. 

SIB Plant Table I1 - The schedule of completed and verified SIB eligible projects 
from the latest Commission approved SIB Plant Table I and associated retirements. 

l2 Acceptable form of verifications may include the Maricopa County Environmental Services Department Approval 
of Construction, Professional Engineer’s Certificate of Completion, etc. 

See Company filing of August 22,20 13 13 
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Total Revenue Requirement - The revenue requirement approved in Decision No. 
XXXXX, plus the SIB Revenue Requirement. 

SIB Revenue Requirement - The revenue requirement equal to the return on 
investment, income taxes and depreciation expense necessary to support the SIB 
Plant Table I1 amounts. 

SIB Revenue Requirement Efficiency Credit - An amount equal to 5 percent of the 
SIB Revenue Requirement. 

SIB Authorized Revenue - Amount equal to the SIB Revenue Requirement less the 
SIB Revenue Requirement Efficiency Credit plus any SIB True up Adjustment. 

Gross SIB Surcharge - Amount to be shown on customers’ bills based on meter 
sizes without consideration to the SIB Surcharge Efficiency Credit. 

SIB Surcharge Efficiency Credit - An amount equal to 5 percent of the Gross SIB 
Surcharge to be shown on customers’ bills. 

SIB Surcharge - The amount equal to the Gross SIB Surcharge less the SIB 
Surcharge Efficiency Credit to be charged, based on meter size, calculated to recover 
the SIB Authorized Revenue. The SIB Surcharge is to be shown as a separate line 
item on customers’ bas.  

SIB True-up Adjustment - An amount to adjust for over- or under-collection of the 
SIB Authorized Revenues as compared with the total SIB Surcharges collected for 
the preceding 12 month period. Each SIB true-up shall also analyze the cumulative 
over- or under-collections to include a comparison of all past SIB Authorized 
Revenues, total SIB Surcharge collections, and prior true-ups to be used in 
calculation of the SIB true-up surcharge or credit by meter size. 

111. SIB RELATED FILINGS 

A. Progress Reports - Once a SIB is approved in a decision, the Company must file 
with Docket Control semi-annual status reports delmeating the status of all SIB 
Eligible Plant, on a project by project basis as listed in the latest Commission 
approved SIB Plant Table I. The initial sern-annual status report shall include only 
those projects from the initial SIB Plant Table I whch the Company has designated 
as most likely to be completed in the first 12 months. 

B. Reconciliation and True Up - Once a SIB Surcharge is implemented, the Company 
must file annually to true up its SIB Surcharge collections over the preceding twelve 
months with the SIB Authorized Revenue for that period and establish a surcharge 
or credit to true up over or under collections, regardless of whether it seeks a new 
surcharge. The f i h g  dates for these annual true-ups shall be as established in the 
Commission’s Decision approving the SIB Surcharge. 

57 



EPCOR Water - Paradise Valley Water District 
Docket No. WS-O1303A-14-0010 

Plan of Administration 
System Improvement Benefit Mechanism (“SIB”) 

C. SIB Surcharge Requests - To obtain its SIB Surcharge the Company must file the 
following: 

1. SIB Plant Table 1114 (with supporting information and documentation), 
showing the SIB eligible projects completed for which the Company seeks 
cost recovery. Such projects must: 

a. be projects listed in the SIB Plant Table I; 

b. have been completed by the Company; 

C. have been verified; and 

d. be actually serving customers. 

2. A summary of Commission approved SIB-eligible projects contemplated for 
the next twelve (12)-month SIB surcharge period from SIB Plant Table 115 

from Decision No. XxxxX to allow the Commission to establish the latest 
SIB Plant Table I. 

3. SIB Schedule A (sample attached as Exhibit 3), showing a calculation of the 
SIB Revenue Requirement and SIB Revenue Requirement Efficiency Credit, 
SIB Authorized Revenue, Gross SIB Surcharge, SIB Surcharge Efficiency 
Credit, and the SIB Surcharge. Schedule A shall be supported by revenue 
requirements schedules supporting the revenue requirements in Decision No. 
XXXXX and the pro-forma revenue requirements including the effects of 
SIB Eligible Plant. 

4. Schedule B (sample attached as Exhibit 4) showing the overall SIB True-up 
Adjustment calculation for the prior twelve-month SIB Surcharge period, as 
well as the indwidual SIB True-up Adjustment for each meter size. 

5. SIB Schedule C (sample attached as Exhbit 5) showing the effect of the SIB 
Surcharge on a typical residential customer bdl for both median and average 
usage. 

6. SIB Schedule D (sample attached as Exhibit 6) which shall include an 
analysis of the impact of completed SIB Eligible Plant projects on the fair 
value rate base, revenue, and the fair value rate of return. The Company shall 
also file the following as part of SIB D Schedule: 

Sample attached as Exhibit 2 
Beginning with its SIB Surcharge Request filing for the second 12-month surcharge period, the Company may 

request a change from the estimated CostLJnit (approved in the Company’s most recent rate case Decision) due to 
inflation using the latest calendar year Consumer Price Index (see sample attached as Exhibit 1). This may be done 
only if the original SIB Plant Table I unit cost did not account for inflation. 

14 

15 
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a. the most current balance sheet at the time of the &ng; 

b. the most current income statement; 

D. 

E. 

F. 

G. 

H. 

C. an earnings test schedule; 

d. a rate review schedule (including the incremental and pro forma 
effects of the proposed increase); 

e. an adjusted rate base schedule; and 

f. a Construction Work in Progress ledger for each project showing 
accumulation of charges by month and paid contractor invoices 
including a summary page showing the calculation of the SIB eligible 
rate base and depreciation expense net of associated retirements. 

The Company will maintain and provide to the Commission’s Uthties Division 
(Staff) and the Residential Utility Consumer Office (RUCO) schedules in Microsoft 
Excel format (with all formulae intact) supporting the revenue requirement approved 
in Decision No. -, and the effects of completed SIB e b b l e  plant for the 
current SIB Surcharge Request and any previously approved SIB Surcharge and SIB 
True-up Adjustment Requests. 

The Company may make its initial SIB Surcharge Request through Docket Control 
no earlier than twelve months after the entry of Decision No. -. 

The Company may make no more than one SIB Surcharge Request every twelve 
months with no more than five SIB Surcharge Requests between rate case decisions. 
A True-up must be filed with each SIB Surcharge Request, except the first. 

Unless otherwise authorized by the Commission, the Company shall be required to 
f ie  its next general rate case no later than Month, Day, Year, with a test year endmg 
no later than Month, Day, Year. 

Any SIB Surcharges that are in effect shall be reset to zero upon the date new rates 
become effective in the Company’s next general rate case. 

IV. SURCHARGE CALCULATIONS 

A. Calculations of Amounts to Be Collected By the SIB Surcharge 

1. The amount to be collected by the SIB Authorized Revenue shall be equal to 
the SIB Revenue Requirement minus the SIB Revenue Requirements 
Efficiency Credit plus any SIB True up Adjustment. 
For purposes of calculating the SIB Revenue Requirement: 
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(1) The required rate of return is equal to the overall rate of return 
authorized in Decision No. XXXXX. 

(2) The gross revenue conversion factor/tax multiplier is equal to the 
gross revenue conversion factor/tax multiplier approved in Decision 
No. Xxxxx, and 

(3) The applicable depreciation rate(s) is equal to the depreciation rate(s) 
approved in Decision No. XxxXX. 

2. The SIB plant unit cost to be used in calculating the SIB Revenue 
Requirement shall be the lesser of the installed SIB plant unit cost listed in 
SIB Plant Table I1 or 110 percent of the SIB plant estimated unit cost listed 
in the latest Commission approved SIB Plant Table I. 

3. The amount to be collected by each SIB Surcharge Request shall be capped 
annually at five percent of the revenue requirement authorized in Decision 
No. XxXxx. 

B. Reconciliation And True-Ups 

1. The revenue collected by the total SIB Surcharges over the preceding twelve 
months shall be trued-up and reconciled with the SIB Authorized Revenue 
for that period. 

2. A new SIB Surcharge shall be combined with an existing SIB Surcharge such 
that a single SIB surcharge and SIB Efficiency Credit are shown on a 
customer’s bill. 

3. For each twelve (12) month period that a SIB surcharge is in effect, the 
Company shall reconcile the amounts collected by the SIB Surcharge with 
the SIB Authorized Revenue, for that twelve (12)-month period, consistent 
with Schedule B, attached hereto as Exhibit 4. 

4. Any under- or over-collected SIB Authorized Revenues shall be recovered or 
refunded, without interest, over a twelve-month period by means of a SIB 
True-up Surcharge or Credit. 

5. Starting with the second annual SIB Surcharge, where there are over- or 
under-collected balances, such over- or under-collected balances shall be 
carried over to the next year, and considered in the calculation of the new 
SIB True-up Surcharge or Credit. If, after the five-year period there remains 
an over- or under-collected balance, such balance shall be reset to zero, and 
addressed in the next rate case. 
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C. Earnings Test 

1. Once a SIB Surcharge is in effect, the Company shall be required to perform 
an annual earnings test calculation for each SIB Surcharge Request to 
determine whether the actual rate of return reflected by the operating income 
for the affected system or &vision for the relevant 12-month period 
exceeded the most recently authorized fair value rate of return for the 
affected system or &vision. 

2. The earnings test shall be: 

a) based on the most recent available operating income, 

b) adjusted for any operating revenue and expense adjustments adopted 
in the most recent general rate case; and 

c) based on the rate base adopted in the most recent general rate case, 
updated to recogmze changes in plant, accumulated depreciation, 
contributions in aid of construction, advances in aid of construction, 
and accumulated deferred income taxes through the most recent 
available financial statement (quarterly or longer). 

ADDING PROJECTS TO SIB TABLE I UNDER EMERGENCY 
CIRCUMSTANCES 

A. 

B. 

C. 

D. 

The Company may seek Commission approval to add projects in SIB Plant Table I 
only in the event of emergency circumstances. No such changes may be made 
without Commission approval. 

Any addtion to SIB Plant Table I must be plant investment that maintains or 
improves existing customer service, system reliability, integnty and safety. Eligble 
plant additions are h t e d  to plant replacement projects. The costs of extendmg 
facilities or capacity to serve new customers are not recoverable through the SIB 
mechanism. 

To be eligible for SIB treatment, a project must be SIB Eligible Plant. 

SIB Eligible Plant must satisfy at least one of the following criteria: 

1. Water loss for the system exceeds ten (10) percent, as calculated by the 
following formula: ((Volume of Water Produced and/ or Purchased) - 
(Volume of Water Sold + Volume of Water Put to Beneficial Use)) divided 
by (Volume of Water Produced and/or Purchased). If the Volume of Water 
Put to Beneficial Use is not metered, it shall be established in a reliable, 
verifiable manner. 
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2. Plant assets that have remained in service beyond their useful service lives 
(based on the Company’s system’s authorized utility plant depreciation rates) 
and are in need of replacement due to being worn out or in a deteriorating 
condition through no fault of the Company; 

3. Any other engineering, operational or financial justification supporting the 
need for a plant asset replacement, other than the Company’s negligence or 
improper maintenance, including, but not limited to: 

a. A documented increasing level of repairs to, or failures of, a plant 
asset justifying its replacement prior to r e a c h g  the end of its useful 
service life (e.8. black poly pipe); 

b. Assets that are required to be moved, replaced or abandoned by a 
governmental agency or political subdvision if the Company can 
show that it has made a good faith effort to seek reimbursement for 
all or part of the costs incurred. 

VI. SIB SURCHARGE RATE DESIGN 

A. The SIB Surcharge rate design shall be calculated as follows: 

1. The SIB Surcharge shall be a fixed monthly surcharge containing a Gross 
SIB Surcharge and the SIB Surcharge Efficiency Credit as its two 
components. 

2. The SIB Surcharge shall be calculated by dividing the SIB Authorized 
Revenue by the number of equivalent active 5/8-inch meters at the end of 
the most recent twelve (12) month period, and shall increase with meter size 
based on the following meter capacity multipliers: 

5/8-inch x %-inch 
Y4-inch 
1 -inch 
1 M-inch 
2-inch 
3-inch 
4-inch 
6-inch 
8-inch 
10-inch & above 

1.0 times 
1.5 times 
2.5 times 
5 times 
8 times 
16 times 
25 times 
50 times 
80 times 
115 times 

B. The SIB Surcharge shall apply to all of the Company’s metered customers, including 
private fire service customers. 
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VII. SIB SURCHARGE NOTICE REQUIREMENTS 

A. 

B. 

C. 

D. 

E. 

Thirty days prior to filing each application to implement a SIB Surcharge, the 
Company shall file a proposed form of notice to Staff for review, and a Summary of 
what the Company will be requesting in the application. Once the notice is approved 
by Staff, the Company shall provide a copy of the approved notice to its customers 
via newsletter or bill insert. After providing notice, the Company shall fie a copy of 
the notice and a description of when and how it provided notice with each 
application to implement a SIB surcharge. The Summary and Notice shall include at 
least the following information: 

1. The individual Gross SIB Surcharge, by meter size; 

2. The individual SIB Surcharge Efficiency Credit, by meter size; 

3. The SIB Surcharge, by meter size; and 

4. Directions to where the customer may obtain a summary of the projects included 
in the current SIB Surcharge request, includmg a description of each project and 
its cost. 

A SIB Surcharge shall not become effective until approved by the Commission. 

The Company shall provide a proposed order for the Commission’s consideration. 

The Company shall notice its customers of the SIB Surcharge approved herein as 
soon as possible in a form acceptable to Staff and consistent with the notice 
requirements of Decision No. xxx;yX. 

The Company shall not implement the SIB Surcharge until 30 days after having filed 
documentation in Docket Control providmg the date when all effected customers 
have been notified of the Commission approved SIB Surcharge. 

63 



(le i x  





U 

4 

M 

t 











3 

b 





u 

u 

d 

* u 
.‘u 0 
8 2  
k 



u 

.% 
B 
x 







n e 

n m 
E- 

n e 

8 F- 

s 
'I e, 

0 



Y 
9 

g g  
- 1  

$ 2  
5 s  

2 
8 

s 
8 

Y 
8 

0 0 0 0  



k 
0 
Y 0 

n C m 
b F  

C e t- 

\3 
u) 
0 
I-- 
0 
d- 
0 



0 
00 



EXHIBIT MST-3 

ENGINEERING REPORT FOR EPCOR WATER ARIZONA, INC., 

SUN CITY WATER DISTRICT 

BY MICHAEL THOWSON 

JANUARY 20,2015 



ENGINEERING REPORT FOR 
EPCOR Water Arizona Inc. 
Sun City Water District 

Docket No. WS-Ol303A-14-0010 (Rates) 

By Michael Thompson, P. E. 

December 26,2014 

EXECUTIVE SUMMARY 

CONCLUSIONS 

1. 

2. 

3.  

4. 

5. 

6. 

7. 

8. 

The Arizona Corporation Commission (“ACC” or “Commission”) Utilities Division Staff 
(“Utilities Staff’ or “Staff’) concludes that the Sun City Water District (“Sun City” or 
“District”) water systems, have adequate production and storage capacity to serve the 
present customer base and any reasonable growth. 

The Maricopa County Environmental Services Department (“MCESD”) Compliance Status 
Reports (“CSRs”), indicate that the District water systems are currently delivering water that 
meets water quality standards required by 40 CFR 141 (National Primary Drinking Water 
Regulations) and Arizona Administrative Code, Title 18, Chapter 4. 

The District’s water system service areas are located withm the Arizona Department of 
Water Resources (“ADWR”) Phoenix Active Management Area (“AMA”). 

ADWR’s Water Provider Compliance Reports, dated June 6, 2014, indicate that the 
District’s water systems are currently in compliance with departmental requirements 
governing water providers and/or community water systems. 

According to the Commissions Utilities Division Compliance Section database the District 
currently has no delinquent Commission compliance items. 

The District has approved Cross-Connection/Backflow Prevention and Curtadment Tariffs 
on file with the Commission. 

The District has ten (1 0) Best Management Practices (“BMPs”) on file with the Commission. 

The Sun City water system has seven (7) inactive wells, listed under Table A, that have been 
disconnected, abandoned, capped, or are out of service. Staff concludes that the wells are 
not used and useful to the District’s provision of service. 



9. The Tierra Del Rio water system has one (1) well, listed under Table B, which has been 
capped. Staff concludes that the well is not used and useful to the District’s provision of 
service. 

10. On May 2, 2012, the Environmental Protection Agency (“EPA”) revised and implemented 
the Unregulated Contaminant Monitoring Rule 3 (“UCMR3”). The District began sampling 
for the first sample set of UCRh43 contaminants in February 2013. The second set of 
samples were sampled in August 2013. The total cost for testing the samples, as illustrated 
in Table K, was $18,900. Staff concludes that the one-time expense of $18,900 associated 
with sampling and testing of the UCMR3 contaminants is reasonable and appropriate. 

11. The District has not requested any Post-Test Year Capital Investment Projects (“IPS”) be 
included as Post Test Year Plant Additions. 

12. Staff has determined that District’s proposed System Improvement Benefit (“SIB”) 
Mechanism (eligible 5-year infrastructure replacement plan), totaling $1 0,999,325 as 
tabulated in Table N, to be reasonable and appropriate. However, no “used and useful” 
determination of the proposed plant items was made, and no conclusions should be inferred 
for rate base purposes in the future. 

RECOMMENDATIONS 

1. Staff recommends, for the District, an annual water testing expense of $25,080, as tabulated 
in Table H, be used for the purposes of this application. 

2. Staff recommends the depreciation rates listed under “Staffs Recommended Rates” in Table 
I be adopted. 

3. Staff has no objections to the continued use of the currently authorized meter and service 
installation charges, as proposed by the District, and recommends the charges listed under 
“Staffs Recommendations” in Table J be adopted. 

4. EPCOR Water Arizona, Inc. (“EWAZ” or “Company”) filed a proposed change to the 
Meter Repair and/or Replacement Tariff (“BMP 4.2”). In the proposed change, EWAZ 
requested that paragraph 3 of the BMP tariff, whch refers to the inspection of meters, be 
modified such that p d m g  a meter for inspection would no longer be required and therefore 
be stricken from the tariff. Staff recommends approval of the modification in BMP 4.2, as 
proposed by EWAZ. 

5. Staff recommends approval of the District’s proposed Plant Table I of the System 
Improvement Benefits (“SIB”) Mechanism (eligible 5 year infrastructure improvement 
projects), submitted as a supplement to the District’s application by EWAZ on March 26, 
2014, totahg $10,999,325 as tabulated in Table N. Staff further recommends that SIB 
Attachments 2A-2D7 3A-3E, 4A-4E, and 5A-5E, 6, and 7A-70 be adopted. 
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A. INTRODUCTION AND LOCATION OF COMPANY 

On March 7, 2014, EPCOR Arizona Water Company, Inc. (“EWAZ” or “Company”) filed 
an application with the Arizona Corporation Commission (‘ACC” or “commission”) for approval 
of a rate increase in (Docket No. WS-01303A-14-0010) for its Sun City Water District (“Sun City” 
or “District”). Sun City’s current rates were approved in Commission Decision No. 72047, dated 
January 6,201 1. 

The District provides public utillty water service to approximately 23,000 metered 
connections.’ The District consists of two (2) water systems, located in Maricopa County, Arizona, 
whch include the Sun City Water System and the Tierra Del Rio Water System. The location of the 
District and the area covered by its Certificate of Convenience and Necessity (“CC&N”), whch 
covers approximately 12,725 acres (19.9 square miles), are shown in Figures 1 and 2, respectively. 
The origmal CC&N area was transferred from Arizona-American Water Company to EWAZ in 
Commission Decision No. 72668 dated November 17,201 1. 

B. DESCRIPTION OF THE WATER SYSTEMS2 

The Districts water systems were visited on May 28 & 29, 2014, by Staff member Michael 
Thompson. Mr. Thompson was accompanied by Ms. Mary Rimback and Mr. Briton Baxter (Staff 
Public Utdities Analysts), Mr. Shawn Bradford (EWAZ Director of Operation, Central Division), 
Mr. Roland Tanner (EWAZ Manager, Rates & Regulation), Mr. Michael Worlton, P.E. (EWAZ 
Director of Engineering), Ms. Sandra Murrey (EUSA Senior Rate Analyst), Mr. Joe Comejo (EWAZ 
Operations Manager) and, and Mr. Paul Taylor (EWAZ Operations Supervisor). The District has 
three (3) lead certified operators of r e ~ o r d . ~  

( I )  Sun Cip Water Syystem - Public Water SyJtem (‘TWS’J No. 04-07-099 

The Sun City Water System serves the Sun City area, with a certified area of approximately 
11,682 acres (18.2 square miles). The water system contains seven (7) water plants (wells, booster 
pump stations and storage tanks), and thirteen (13) wells sites. In all, the water system has a total of 
twenty one (21) active drinking water wells, thirteen (13) storage tanks, fifteen (15) pressure tanks, 
twenty nine (29) booster pumps, four (4) portable emergency generators, and one (1) permanently 
mounted emergency generator. Additionally, the water system has seven (7) inactive wells that have 

1 Per water use data submitted with the application. 

Direct Testimony of Shawn Bradford, dated March 7,2014,3) Information contained in the Company’s Response to Staff Data 
Requests and, 4) Information collected during Staffs site visit. 
3 The three (3) operators certified with the Arizona Department of Environmental Quality (“ADEQ’) are: (1) Mr. John Payan a 
Certified Grade 4 Water Distribution System Operator, Grade 4 Treatment Plant Operator, Grade 1 Wastewater Treatment Plant 
Operator, and Grade 2 Wastewater Collection System Operator. D E Q  Operator Identification No. OP021168, expiration date June 
30,2016, (2) Mr. Jason Ktiess is Certified Grade 4 Water Distribution System Operator, Grade 4 Treatment Plant Operator, Grade 4 
Wastewater Treatment Plant Operator, and Grade 4 Wastewater Collection System Operator. ADEQ Operator Identification No. 
OP021131, expiration date March 31,2017, and, (3) Mr. Dale Kennow a Certified Grade 4 Water Distribution System Operator, 
Grade 4 Treatment Plant Operator, Grade 2 Wastewater Treatment Plant Operator, and Grade 4 Wastewater Collection System 
Operator. ADEQ Operator Identification No. OP004007, expiration date March 31,2017. 

The description of the water systems is based on one, or a combination of, the following sources: 1) Company’s Application, 2) 
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been disconnected, abandoned, capped, or are out of service. Staff concludes that the wells are not 
used and useful to the Districts provision of service. 

The in-service plant facilities @e., wells, tanks, pumps, and visible pipe) within the Sun City 
Water System service areas appeared to be in proper workmg order, properly maintained, and in 
excellent conhtion. Staff did not observe any leaks at the plant facilities, or in the distribution 
sys tem. 

Detailed listings of the plant facilities are included in Table A. Schematics of the service area 
are dustrated in Figures 3A through 3F. 

Table A. Sun City Water System Plant Facilities Summary4 

(S) Sipfies Submersible Pump Well 
0 Sigmfies Turbme Pump Well. 
Well No. 2.4 (ADWR No. 55-207783) replaced the ongmal well, Well No. 2.4 (DWR No. 55-608177,) due to a corroded casmg. 
Well No. 8.3B was placed m service dumg the Post Test Year 

3 hp sigrufies horsepower. 
4 gpm sigrufies gallon per m u t e .  

4 The information listed was based on one, or a combination, of the following sources: 1) Company’s Application, 2) Commission 
Annual Reports, 3) Information contained in the Company’s response to Staff Data Requests and, 4) Information collected during 
Staffs site visit. 
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Stongc Tanks Site (GallOnS) 

1 Indtcates that the Well No.’s 2.4,5.1, & 6.3 have been dtsconnected and abandoned. 
2 Indtcates that Well No. 8.4 has been capped. 
3 Indtcates that Well No. 17A is out-of-service. Well was taken out of service due to high head pressure resulting in high power costs. 
4 Indtcates that Well No. 20A is u&ed as an observation well. Well has never been equipped. 
5 Well No. 18C is identified as the Old Youngtown Well located at the abandoned Youngtown Plant. The well is dtsconnected. 

Pressure Tanks Emergency Back-up Rooster Pumps \Veils (Gallons) Generator 

Water Plant No.  2 

Well Site No. 2.2 

Well Site No. 2.3 

Well Site No. 2.4 

11 Water PlantNo. 1 I 2-300,000 I 1 - 10,000 I 3-75 hp I WellNo. 1.1 I None II 

2-75hp 
2 -  100 hp 3 - 300,000 1 - 10,000 Well No. 2.1 None 

None None None Well No. 2.2 None 

None None None Well No. 2.3 None 

None None None Well No. 2.4 None 

Water Plant No.  3 

Water Plant No.  4 

2 - 500,000 1 - 10,000 4 -  100 hp Well No. 3.1 None 

None 1 - 5,000 None Well No. 4.1 Gen-Tech 35 kW 
Kohler 250 kVA 

I I 4 -  100 hp 
4-150hp C d s  375 kVA 

Generac 250 kVA None I Water Plant No. 5 2 - 1,250,000 2 - 10,000 

Well Site No. 5.1 

Well Site No. 5.2 

Well Site No. 5.3 

Catapflar 150 kVA 
None None None Well No. 5.1 None 

None 1 - 5,000 None Well No. 5.2 None 

None 1 - 5,000 None Well No. 5.3 None 

Well Site No. 5.4 

Well Site No. 5.5 

Water Plant No.  6 

None 1 - 5,000 None Well No. 5.4 None 

None 1 - 5,000 None WellNo. 5.5 None 

2 - 1,250,000 2 - 10,000 Well No. 6.1 None 3-100hp 
3 - 150 hn 

Well Site No. 6.2 

Well Site No. 6.4 

Water Plant 8 

Well Site No. 8.2 

None 1 - 5,000 None Well No. 6.2 None 

None None None Well No. 6.4 None 

2 - 680,000 1 - 10,000 Well No. 8.1 None 

None None None Well No. 8.2 None 

1-75 hp 
3 - 100 hp 

Well Site No. 8.3 

Well Site No. 8.3B 

None 1 - 5,000 None WellNo. 8.3 None 

None None None Well No.8.3B None 
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Milterial Diameter 
(inches) Length (feet) 

II 1 I various I 971 II 
1 '/4 

1 Y2 

2 

Various 1,204 

Various 11,992 

Various 13,491 

II 3 I Various I 12,731 11 
1 Y2 

2 

Various 168,007 

various 792,568 

Various 285,170 

10 Various 112,453 

12 various 226,223 

1,548 

623 

14 

16 

Service Area Meters 
Size Gnchcs 

22,319 367 I various 

various 

I 19,321 11 
3/4 I 816 II 
1 531 II 

II 3 e=i 2 

TotalQuantity I 22,886 

I Size/Description Quantity 

Standard Wet Barrel 2.069 
Total Length 1,659,271 

(2) Tiera Del E o  Water System - P WS No. 04-07-532 

The Tierra Del RIO Water System serves a certified area north of Sun City which is located in 
Peoria, Arizona. The certified area is approximately 1,043 acres (1.63 square miles) and consists of 
two (2) pressure zones. The water system contains one (1) water plant (consisting of a 1.5 million 
gallon storage tank, 15,000 gallon pressure tank, and six (6) booster pumps), and three (3) active 
drinking water wells, one (1) inactive/disconnected well. 

The inactive/disconnected well was drilled in December 2005. Accordmg to the District, 
equipping the well is directly dependent upon water demand in the system, with development of the 
area driving the specific timing. Staff concludes that the well is not used and useful to the District's 
provision of service. 

The in-service plant facllities @e., wells, tanks, pumps, and visible pipe) appeared to be in 
proper working order, properly maintained, and in excellent condition. Staff did not observe any 
leaks at the plant facilities, or in the distribution system. 

Detailed listings of the plant facllities are included in Table B. Schematics of the service area 
are dustrated in Figures 4A & 4B. 
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ADWR \Yell 
ID pump OnP) vc'cll TD 

Table B. Tierra Del Rio Water System Plant Facilities Summary5 

Pump Yield Casing Depth Casing D h c t c r  Meter Sue Year 
k!Fw (feet) (mchc.s) (inches) D d c d  

(S) Well No. 9.3 

(S) Well No. 9.4 

11 6) WellNo. 9.2 I 55-205600 I 882 I 550 I 984 I 18 I 6 I 2005 11 
55-207076 125 1,100 682 18 8 2006 

55-211616 125 700 777 18 8 2006 

.m\m well 
ID VC'CII ID Pump Yicld Casing Depth Casing Diameter Meter She l'm 

PWPOnP) (gpm) (feet) (inches) (inchcs) Drilled 
Well No. 9.11 I 55-207439 I N/A I N/A I 678 18 N/A I 2006 

Site 

Service Area Distribution Mains 

Material Length (feet) numeter 
(inches) 

Emergency Back-up 
Generator wells Storage Tanks Pressure Tanks 

(C; allilons) ((hllons) Booster Pumps 

Water Plant No. 9 

Tierra Del Rio Booster Pump 
Station 

19,204 11 

3 - 60 hp 1 - 1,500,000 1 - 15,000 None 1-750 kW 3 - 100 hp 

None None 6-20hp None 1 - 200 kW 

11 Undetermined I Various I 23 1 

Size (ichcs 

11 TotalLength I 53,387 1 

Quantity 

I 5/8 X 3/4 

3/4 245 

II 1 I 66 II 
6 

8 

various 1,470 

various 20,505 
1 Y2 

2 

Fire Hydrants 

3 

17 

I Size/Description I Quantity I 

Total Quantity 

I Standard Wet Barrel I 

337 

5 The information listed was based on one, or a combination, of the following sources: 1) Company's Application, 2) Commission 
Annual Reports, 3) Information contained in the Company's response to Staff Data Requests and, 4) Information collected during 
Staffs site visit. 
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%hest Daily Average Usage 

Low Usage Month 

Lowest Daily Average Usage 

Test Year Average Usage 

c. WATERUSE 

637 786 

March - 2013 February - 2013 

309 340 

475 549 

( I )  Water Sold 

Water System 

Figures 5A and 5B represent the water consumption data, in graphcal form, for the Sun City 
and Tierra Del f io  Water Systems, respectively, during the 12 month period for the test year, July 
2012 through June 2013. The water consumption graphs, Figures 5A and 5B, are located in the 
Figure Section of this report. Table C below represents the lagh, low, and average water 
consumption for each of the two (2) District Water Systems. 

Sun City Tierra Del Rio 

Table C. Sun City Water District Water System Water Usage 
Test Year July 2012 -June 2013 

2011 Water Loss (YO) 

2012 Water Loss (YO) 

2013 Water Loss (YO) 

4.34 8.22 

5.98 0.57 

6.63 7.52 

11 High Usage Month I September - 2012 I July - 2012 II 

(2) Non-Accomted For Water 

Non-accounted for water should be 10 percent or less and never more than 15 percent. It is 
important to be able to reconcile the difference between water sold and the water produced by the 
source. A water balance wdl allow a water company to identify water and revenue losses due to 
leakage and any non-metered water use such as construction, firefighting, and line flushing. Water 
loss percentages for the two (2) water systems within the District are listed in the Table D below. 

Table D. Sun City Water District Water System Water Loss 

As the table indcates, water loss in the Sun City and Tierra Del Rio water systems has been 
less than 10 percent for the past three (3) calendar years (2011 through 2013). 
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(3) Water $usteem Ana&ij 

a) Sun City Water System - Public Water System (“PWS”) No. 04-07-099 

The Sun City Water System has twenty (20) active drinking water wells with a total 
production capacity of approximately 27,910 gallons per minute (“GPM) 
(40,190,400 gallons per day (“GPD”)). The water system has a total of thirteen (13) 
storage tanks with a total storage capacity of approximately 6,360,000 gallons. 
During the peak month, September 2012, the water system was serving 22,867 
connections when EWAZ reported 436,682,000 gallons of water sold. Average daily 
demand for the month of September 2012 was determined to be 14,556,067 gpd. 
Staff concludes that the water system has adequate production and storage capacity 
to serve the present customer base and any reasonable growth. 

b) Tierra Del Rio Water System - PWS No. 04-07-532 

The Tierra Del Rio Water System has three (3) active drinkmg water wells with a 
total production capacity of approximately 2,350 gpm (3,384,000 gpd), and one (1) 
storage tank with a total storage capacity of approximately 1,500,000 gallons. During 
the peak month, July 2012, the water system was serving 143 connections when 
EWAZ reported 3,484,000 gallons of water sold. Average daily demand for the 
month of July 2012 was determined to be 112,387 gpd. Staff concludes that the 
water system has adequate production and storage capacity to serve the present 
customer base and any reasonable growth. 

D.  GROWTH^ 

Table E and Figure 6 show the District’s customer growth based on service connection data 
contained in the EWAZ Enterprise Customer Information System (“eCIS”) data base. District 
growth includes the Sun City and Tierra Del Rio water systems. Accordingly, Table E and Figure 6 
indicate that the District experienced positive growth from 2008 to 2013 at a total rate of 2.14 
percent (gain of 487 customers). 

With respect to future growth, EWAZ is projecting a positive trend in growth from 2014 
through 2019. The EWAZ growth projections, w l c h  are updated each year in April, are based on 
data obtained from the eCIS data base, local economists, and local developers. In general, EWAZ is 
projecting the District’s growth to increase a total of 5.09 percent (projected gain of 1,181 
customers) from 2014 through 2019. 

6 Staffs historical growth figures are based on the data reported by EWAZ from its Enterprise Customer Information System 
(“eCIS’) data base. Projected growth figures are based on EWAZ projections from its eCIS data base, local economists, and local 
developers. 
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Year 

Table E. Sun City Water District Actual and Projected Growth 

Number OF Customers 

2019 

II 2008 I 22.723 I eCIS II 

24,391 Projected 

il 2009 I 22,768 I eCIS I 

E. MARICOPA COUNTY ENVIRONMENTAL SERVICES DEPARTMENT 
(“MCESD”) COMPLIANCE 

( I )  Compliance  statu^ 

MCESD Compliance Status Reports (“CSR”) indicate that the Sun City (PWS No. 07-099) 
and Tierra Del Rio (07-532) Water Systems are currently in full compliance with its requirements 
and are currently delivering water that meets water quality standards required by 40 CFR 141 
(National Primary Drinking Water Regulations) and Arizona Administrative Code, Title 18, Chapter 
4’. 

(2) Water Monitoring and Testing Expenses 

District water sampling for monitoring and testing is divided into two (2) categories, 
Compliance Analysis and Process Analysis. Compliance sampling is conducted, as required by 
ADEQ, on source water, finishedltreated water, and water in the distribution system. Process 
samplmg is conducted on source water, finished/treated water, and at various stages of a treatment 
process. Process sampling essentially provides timely data to 1) ensure that a Plant is operating as 
expected in producing water that meets regulatory limits; 2) adjust plant operations based on 
changes to source and finished water quality; 3) adjust chemical additions (volume and type); 4) track 
the breakthrough of fitration media; and 5) adjust the volume of water required to be treated for 
contaminant removal in order to maintain compliance with ADEQ. 

7 MCESD CSR’s dated December 10,2013 for the Sun City Water System, and February 10,2014 for the Tierra Del Rio Water 
System. 



a) Sun City Water System CpWS No. 04-07-099) 

Synthetic Organic Compounds (SOCs) I 
Volatde Organic Compounds fi70Cs) 1. 

The District proposed a total of $24,085 for the Sun City Water System annual water 
testing expense. Table F represents the monitoring and testing expenses that were 
reviewed, evaluated, and recalculated by Staff. The estimated annual water testing 
expense for the Sun City Water System is $24,085. Staff recommends an annual 
water testing expense, for the District, of $24,085 be used for the purposes of h s  
application. 

$ 1,744 19 $ 33,136 $6 11,045 

$ 176 16 0 2,816 $6 939 

Table F. Water Testing Costs - Sun City Water System (PWS No. 04-07-099) 

Process Analysis Tesaing 

Compliance Analysis Testing 

Nitrate 

Arsenic 

Lead & Copper 96 24 30 

Asbestos $ 160 1 

, Arsenic 96 14 24 336 112 

$6 27 96 $ 2,592 $6 864 

$ 14 57 I $ 798 I $ 266 I 
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Disinfection By-Products (TI'HM)' 

Nitrate/Nitdte 1,269 423 

11 Inorganic Compounds (IOCs) 8 11 9 1,616 11 $6 539 1 

$6 304 

.$ 72,255 $ 24,085 

ICP?MS Dlgest 16 57 

Total Annual Water Testing Costs 
"ITHM is an initiahsm for Total Trihalomethanes and HAAS is an initialism for Haloacetic Acids. 

b) Tierra Del Rio (PWS No. 04-0-532) Water System 

In addition to Total Coliform, Lead & Copper, Disinfectant-By-Products, 
Manganese, and Total Organic Carbon testing, the Tierra Del Rio Water System is 
also subject to mandatory participation in the Monitoring Assistance Program 
("MAP").' The District proposed a total of $995 for the Tierra Del Rio water system 

8 The MAP is mandatory for water systems which serve less than 10,000 persons (approximately 3,300 service connections). 
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MWD Water System PWS No. Annual costs M A P  costs 

annual water testing expense. The monitoring and testing expenses that were 
reviewed, evaluated, and recalculated by Staff are represented in Table G. The total 
estimated annual water testing expenses for the water system is $995. Staff 
recommends an annual water testing expense, for the District, of $995 be used for 
the purposes of this application. 

Total Annual Costs 

Table G. Water Testing Costs - Tierra Del Rio Water System (PWS No. 04-07-532) 

Sun City Water System 

Tierra Del b o  

Compliance Analysis Testing Cost per Test 

04-07-099 9 24,085 24,085 

04-07-532 s 393 

Total Coliform 

Lead & Copper 

Total Annual Water Testing Costs 

Nitrate 

Disinfection-By-Products (ITHM’s) 

$ 24,478 602 25,080 

IOCs, Nitrate, Nitrite, SOCs, VOCs, MAP MAP 1 96 1,806 1-11 Radiochemicals (RADS). &Asbestos 

Total $ 2,985 $ 995 

4 Sun City Water District 

The District reported water testing expenses of $30,180 during the test year. The 
combined monitoring and testing expenses of the District’s water systems, expressed 
in Table H, totals $25,080. Staff recommends an annual water testing expense, for 
the District, of $25,080 be used for the purposes of this application. 

Table H. Water Testing Costs - Sun City Water District 

F. ARIZONA DEPARTMENT OF WATER RESOURCES (“ADWR”) COMPLIANCE 

The District’s water system service areas are located within the ADWR Phoenix Active 
Management Area (“AMA”). ADWR’s Water Provider Compliance Reports, dated June 6, 2014, 
indicate that the District’s Water Systems are currently in compliance with departmental 
requirements governing water providers and/or community water systems. 



EPCOR Water Arizona Inc. - Sun City Water District 
Docket No. WS-O1303A-14-0010 
December 26,2014 
Page 16 

G. ARIZONA CORPORATION COMMISSION COMPLIANCE 

A check of the Utilities Division Compliance Section database showed that there are no 
delinquent Commission compliance items for the Di~trict .~ 

H. DEPRECIATION RATES 

EWAZ proposed only a few changes to the current District depreciation rates, whch are 
shown in the District’s Proposed Rates column in Table I. Staff recommends the depreciation rates 
listed under “Staffs Recommended Rates” in Table I be adopted. 

Table I. Depreciation Rate Table - Sun City Water District 

Depreciable Plant 

Orzanization 
Franchises 

Land & Land Rights 
Land & Land fights - SS 
Land & Land fights - Pumping 
Land & Land Rights - Treatment 
Land & Land Rights - T&D 
Land & Land Rights - AG 

Structure & Improvement - Source of Supply 
Structure & Improvement - Pumping 
Structure & Improvement -Water Treatment 
Equipment 
Structure & Improvement - T & D 
Structure & Improvement - General Plant 
Structure & Improvement - Offices 
Structure & Improvement - Leasehold 
Structure & Improvement - Store, Shop & Garage 
Structure & Improvement - Miscellaneous 
Collection & Impounding Reservoirs - Source 

& Pumping 

Structures & Improvements 

Lake & River Intakes 
Wells & S D ~ ~ W S  - Source & PumDing 

Power Generation Equipment - S & P 
Power Production Equipment 
Power Generation Equipment - Other S & P 

Pump Equipment - Steam 
Pump Equipment - Electric 
Pump Equipment - Diesel 
PumD EauiDment - Hvdraulic 

Pumping Equipment 

0.00 
0.00 

0.00 
0.00 
0.00 
0.00 
0.00 

2.50 
1.67 

1.67 
2.00 
3.99 
4.63 
0.00 
0.00 
1.67 

2.50 

0.00 
2.52 
0.00 
2.00 

4.42 
4.42 

0.00 
4.42 
5.00 
4.42 

0.00 
0.00 

0.00 
0.00 
0.00 
0.00 
0.00 

2.50 
2.00 

2.00 
2.00 
2.50 
2.50 
2.50 
0.00 
2.50 

1.67 

0.00 
2.50 
0.00 
1.67 

3.33 
0.00 

4.00 
4.00 
4.00 
4.00 

0.00 

0.00 
0.00 
0.00 
0.00 
0.00 

3.33 
3.33 

3.33 
3.33 
3.33 
3.33 
3.33 
3.33 
3.33 

2.50 

2.50 
3.33 
6.67 
2.00 

5.00 
5.00 

12.5 
12.5 
12.5 
12.5 

0.00 

0.00 
0.00 
0.00 
0.00 
0.00 

2.50 
2.00 

2.00 
2.00 
2.50 
2.50 
2.50 
0.00 
2.50 

1.67 

0.00 
2.50 
0.00 
1.67 

3.33 
0.00 

4.00 
4.00 
4.00 
4.00 

Per Compliance Section email, dated August 8,2014 
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320 

320.1 

330 

330.1 

330.2 

331 

332 
333 

334 

335 
336 
339 

340 

341 

342 
343 
344 
345 
346 

311500 
311530 
311540 
311600 

320000 
320100 
320200 

330000 
330100 
330200 
330300 
330400 

331000 
331001 
331100 
331200 
331300 
331400 
332000 

333000 
333100 

334100 
334200 
334300 
335000 
336000 

339000 
339100 
339200 
339500 
339600 

340000 
340100 
340200 
340300 
340310 
340325 
340330 
340400 
340500 

341000 
341100 
341200 
341300 
341400 
342000 
343000 
344000 
345000 

Pump Equipment - Other 
Pump Equipment - Water Treatment 
Pump Equipment - Transmission & Distribution . _ _  
Pump Equipment - Source & Pumping 

Water Treatment Equipment - -  
Water Treatment Equipment - Purification Equip. 
Water Treatment Equipment - Non-Media 
Water Treatment Equipment - Filter Media 

Distribution Reservoirs & Standpipes 
Elevated Tanks & Standpipes 
Ground Level Tanks 
Below Ground Tanks 
Clearwell 

TD Mains - Water Treatment Equipment 
TD Mains - Not Classified by Size 
TD mains - 4-inch & less 
TD mains - 6-inch to 8-inch 
TD mains - 10-inch to 16-inch 
TD Mains - 18-inch and Greater 

Distribution Reservoirs & Standpipes 

Transmission and Distribution 

Fire mains 

Services 
Services 
Services -Water Treatment Equipment 

Meters 
Meter installations 
Meter Vaults 

Meters 

Hydrants 
Backflow Prevention Devices 

Other Plant & Miscellaneous Equipment 
Other Plant/Miscellaneous Equipment - TD Plant 
Other Plant/Miscellaneous Equipment - Intangble 
Other Plant/Miscellaneous Equipment - Supply 
Other Plant/Miscellaneous Equipment - T & D 
Other Plant/Miscellaneous Equipment - CPS 

Office Furniture & Equipment - General Plant 
Office Furniture & Equipment 
Computer & Peripheral Equipment 
Computer Software 
Computer Software - Mainframe 
Computer Software - Customized 
Computer Software - Other 
Date Handling Equipment - General Plant 
Office Equipment - Other 

Transportation Equipment - General Plant 
Transportation Equipment - Q h t  Duty Trucks 
Transportation Equipment - Heavy Duty Trucks 
Transportation Equipment - Autos 
TransDortation EauiDment - Other 

Office Furniture & Equipment 

Transportation Equipment 

Stores Equipment 
Tools, Shop & Garage Equipment 

Laboratory Equipment 
Power Operated Equipment 
Communication Eaubment 

5.01 
0.00 
0.00 
0.00 

0.00 
1.06 
0.00 

1.61 
0.00 
0.00 
0.00 
0.00 

0.00 
1.53 
1.53 
1.53 
1.53 
2.00 
0.00 

2.48 
0.00 

6.61 
2.51 
0.00 
2.00 
6.67 

0.00 
0.00 
0.00 
0.00 
0.00 

0.00 
4.59 
10.00 
25.00 
25.00 
25.00 
25.00 
0.00 
7.13 

0.00 
20.00 
15.00 
0.00 
16.61 
3.91 
4.02 
3.11 
5.20 

4.00 
4.00 
0.00 
0.00 

0.00 
5.00 
10.00 

1.54 
0.00 
1.54 
0.00 
0.00 

0.00 
2.00 
1.43 
1.43 
1.43 
1.43 
1.43 

2.50 
0.00 

8.33 
2.50 
2.50 
2.00 
0.00 

0.00 
0.00 
0.00 
3.33 
3.33 

0.00 
4.50 
10.00 
20.00 
20.00 
20.00 
0.00 
0.00 
6.61 

0.00 
20.00 
14.29 
0.00 
16.61 
4.00 
4.00 
4.00 
5.00 

12.5 
12.5 
12.5 
12.5 

3.33 
3.33 
3.33 

2.22 
0.00 
2.22 
2.22 
2.22 

2.00 
2.00 
2.00 
2.00 
2.00 
2.00 

3.33 
3.33 

8.33 
8.33 
8.33 
2.00 
6.67 

6.67 
6.67 
6.61 
6.67 
6.61 

6.61 
6.61 

20.00 
20.00 
20.00 
20.00 
20.00 
20.00 
6.67 

20.00 
20.00 
20.00 
20.00 
20.00 
4.00 
5.00 
10.00 
5 nn 

4.00 
4.00 
0.00 
0.00 

0.00 
5.00 
10.00 

1.54 
0.00 
1.54 
0.00 
0.00 

0.00 
2.00 
1.43 
1.43 
1.43 
1.43 
1.43 

2.50 
0.00 

8.33 
2.50 
2.50 
2.00 
6.67 

0.00 
0.00 
0.00 
3.33 
3.33 

0.00 
4.50 
10.00 
20.00 
20.00 
20.00 
0.00 
0.00 
6.61 

0.00 
20.00 
14.29 
20.00 
16.61 
4.00 
4.00 
4.00 
5.00 
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346000 Communication Equipment - General Plant 0.00 0.00 
346100 Communication Equipment - Non-Telephone 10.30 10.00 

346200 Communication Equipment - Telephone 10.30 10.00 
346300 Communication Equipment - Other 4.93 10.00 

346190 Remote Control & Instrument 10.30 10.00 

347 347000 Miscellaneous Equipment 6.19 6.25 

10.00 0.00 
10.00 10.00 
10.00 10.00 
10.00 10.00 
10.00 10.00 
10.00 6.25 

I. OTHER ISSUES 

(I) Service Line and Meter Installatin Charges 

EWAZ did not propose any changes to the District’s existing service h e  and meter 
installation charges.” The proposed charges are refundable advances, and are similar to the Staffs 
typical range of charges for service line and meter installations. Since the District may at times 
install meters on existing service lines, it would be appropriate for some customers to only be 
charged for the meter installation. Those charges are included in Table J listed under “Staffs 
Recommendations”. 

Staff has no objections to the continued use of the currently authorized meter and service 
installation charges, as proposed by EWAZ, and recommends the charges listed under “Staffs 
Recommendations” in Table J be adopted. 

Table J. Service Line and Meter Installation Charges - Sun City Water District 

iipany Proposed Staffs Recommendations 

Total C h a r s  Charge Charge 

Company 
Meter S i x  Current 

Tadff 

I] 5/8 x 3/4-inch 11 $500 $370 

11 3/4-inch II $575 $370 $205 11 $575 1 
$240 $660 $420 

$450 $900 

$420 $240 $660 

$450 $900 

$945 $1,525 

$450 

$580 $945 I $1,525 I ::+3: 
$1,640 $2,220 

2-inch Turbine 

2-inch Compound $580 

$745 3-inch Turbine 

3-inch Compound $765 

$1,090 

$1,120 4-inch compound 

6-inch Turbine $1,610 

)I 6-inchcompound 11 $7,750 $1,630 

8-inch or Larger I[ ICB* 
ICB* Indicates Indwidual Case Basis at Ac 

ICB* 11 ICB* 11 ICB* 11 ICB* 11 ICB* ]I ICB* 
Jal Cost. 

10 The Company’s current charges were approved in Decision No. 73145, effective May 1,2012. 



EPCOR Water Arizona Inc. - Sun City Water District 
Docket No. WS-01303A-14-0010 
December 26,2014 
Page 19 

(2) Curtailment T a n f  

The District has an approved Curtailment Tariff on file with the Commission. This tariff 
became effective October 24,2007. 

(3) Cross-Connection/ BackJow Prevention T a n ?  

The District has an approved Cross-Connection/Backflow Prevention Tariff on file with the 
Commission. Ths tariff became effective June 16,2013. 

(4) Best Management Practices (‘IBMP’J T a n f  

The District has ten (10) BMP’s on file with the Commission. The BMP tariff became 
effective January 20,2012. 

On June 13,2014, EWAZ filed an amendment to the application proposing a change to the 
Meter Repair and/or Replacement Tariff (BMP 4.2). In the proposed change, EWAZ requested 
that paragraph 3 of the BMP tariff, which refers to the inspection of meters, be modified such that 
pulling a meter for inspection would no longer be required and therefore be stricken from the tariff. 
Staff concludes that the request to modify BMP 4.2 is appropriate and relevant. Staff recommends 
approval of the modification in BMP 4.2, attached hereto as Attachment 1. 

(5) Umregtllated Contaminant Monitoring 

On May 2, 2012, the Environmental Protection Agency (“EPA”) revised and implemented 
the Unregulated Contaminant Monitoring Rule 3 (“UCMR3”). ADEQ does not regulate the 
UCMR3 program. The purpose of the UCMR3 (monitoring and sampling assessment) is for water 
systems to collect occurrence data for contaminants suspected to be present in drinking water, but 
that do not have health-based standards set under the Safe Drinlung Water Act (“SDWA”). The 
UCMR3 program is the primary source of drinlung water contaminant occmrence data used by the 
EPA in regulatory determinations. The UCMR3 program requires water systems to perform the 
monitoring and sampling assessment only once during the time frame between January 2013 - 
December 2015. 

EWAZ is required by the EPA to conduct assessment monitoring and sampltng in the Sun 
City water system for the presence of UCMR3 contaminants. Samples to be tested for the presence 
of twenty one (21) of the UCMR3 contaminants are to be taken twice (2) from each EPDS within 
one (1) consecutive twelve (12) month period. Samples to be tested for the presence of seven (7) of 
the UCMR3 contaminants are to be taken twice (2) from the distribution system maximum 
residence time sampling locations within the same consecutive twelve (12) month period. Each 
sampling event must occur five (5) to seven (7) months apart. Sampling can span more than one 
calendar year, as long as the sampling is conducted during a twelve (12) month period. 
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Sample Locations 

The District began sampling for the first sample set of UCRM3 contaminants in February 
2013. The second set of samples were sampled in August 2013. The total cost for testing the 
samples, as illustrated in Table K, which is a one-time occurrence was $1 8,900. Staff concludes that 
the one-time expense of $18,900 associated with sampling and testing of the UCMR3 contaminants 
is reasonable and appropriate. 

Number of 
Samples Sample Date Laboratory 

Table K. EPA Mandated UCMR.3 Testing Costs 

9 

9 

Distribution System - Maximum Residence 
Time (“DSMRT”) 
Distribution System - Maximum Residence 
Time YDSMRT? 

February 201 3 Legend 

August 2013 Belleville 

Entry Point - Distribution System (“EPDS”) 

Entw Point - Distribution System (“EPDS’) 

9 February 2013 Legend 

9 August 2103 Bellevdle 

Total Cost Cost Per P Sam le 

I Total I $ 18,900 I 

(6) Sun City Water Distect Post Test Year Plant Additions - Post Test Year Investment Pmjects (‘TPs’? 
Used and Usfu l  flub 2 103 - June 30’20 14) 

The District has not requested any Post-Test Year Capital Investment Projects (“IP”) be 
included as Post Test Year Plant AdQtions.” 

(7) System Improvement Benejit (“SIB’? - Sun City Water Distvict 

EWAZ is seeking a SIB to address necessary distribution system infrastructure replacements 
that provide service to the existing District customers. As a supplement to its application, EWAZ 
submitted a SIB Engineering Report (“Report”), dated March 26, 2014, supporting the need for its 
proposed 5-year infrastructure replacement projects for the District’s Sun City water systems.” The 
proposed infrastructure replacement and improvement projects are expected to commence in 201 5 
and finish, 4 years later, in 2019. The Report identifies the most critical areas within the District, 
provides estimates for the quantity of service lines, meters, water mains, and valves that need to be 
replaced within the District, and estimates the associated replacement costs. 

fistorical repair and replacement data was utilized by EWAZ to assess the Districts existing 
plant (e.g. mains, services, and valves). Table M., which dustrates the results from the assessment, 
was used to assist with establishing existing plant replacements for the SIB. 

*l The District placed Well No. 8.3B in service during the post-test year; however, it decided not to include the well in the District’s 
Post-Test Year Plant Additions. Total construction cost of the well was approximately $2,151,294. 
12 SIB Engineering Report - EWAZ Exhibit CC-1-B, dated March 26,2014. 
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Table M. Water Main, Services, & Valve Assessment - Sun City Water District 

Existing Plant Units Average 
Useful 

Life 
(Years) 

Existing Plant 

Usem Life (Units) 
Units’ Exceeding Average Exceeding Average to be Existing Material/Type 

Useful Life (“h) Replaced Plant 

Polyvinyl Chloride (PVC) 710,000 28 

Asbestos-Cement (AC) 860,000 50 
Mains2 

142,635 

357,498 

20 

42 

18,655 

10,311 

Services Galvanized Steel 20,166 50 3,851 19 1,100 
Valves Gate Valves 3,870 45 1,365 35 80 
Does not include assets previously replaced. 

2Main replacement u n i t s  are expressed as Linear Feet (“LF”) 

A summary of the District’s planned infrastructure replacement projects, which includes 
replacement of approximately 28,966 linear feet (“LF”) of water main, 1,084 service lines, 80 valves, 
and 11,598 meters, is tabulated in Table N. Specific details of each of the proposed projects are 
described in a SIB Plant Table 1. The tables, separated by the project year (2015 through 2019), the 
project (water mains, service lines, valves, and meters), and the project location, are included in thls 
report as Attachments U-ZD, 3A-3E, 4A-4E, and 5A-5E. 

The Plan of A h s t r a t i o n  (“POA”) and its exhibits, for the District’s SIB projects, was 
reviewed and is included in this report. The POA is attached as Attachment 6 and the exhibits, 
which include SIB Tables I and 11, and the Schedules, are attached as Attachments 7A-70. 

Based on a review of the Report, Staff has determined that the proposed 5-year 
infrastructure replacement projects tabulated in Table N, totahg $1 0,999,325, to be reasonable and 
appropriate. However, no “used and useful” determination of the proposed plant items was made, 
and no conclusions should be inferred for rate base purposes in the future. Staff recommends 
approval of the District’s proposed Plant Table I of the SIB Mechanism (eligible 5 year 
infrastructure imprqvement projects), submitted as a supplement to the District’s application by 
EWAZ on March 26, 2014, totaling $10,999,325 as tabulated in Table N. Staff further recommends 
that SIB Attachments 2A-2D, 3A-3E, 4A-4E, 5A-5E, 6, and 7A-70 be adopted. 
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Yeas 2015 2016 
Plant units I Cost2 Units 1 Cost2 

I I 

Table N. SIB - Sun City Water District Planned Infrastructure Replacement Projects (2015 - 2019) 

2017 2018 2019 Total 
Units I Cost2 Units I Cost2 Units 1 Cost2 units I cost= 

I I I I 

Mains' 

Services 

Valves 

Meters 

Total 

5,786 $1,005,087 12,869 $1,680,440 3,854 $471,483 2,633 $349,698 3,824 $575,162 28,966 $4,081,870 

165 $650,232 0 $0 313 $1,241,420 316 $1,256,363 290 $1,145,430 1,084 $4,293,445 

16 $76,375 16 $81,418 16 $82,188 16 $77,018 16 $82,610 80 $399,608 

2,100 $409,508 2,071 $376,982 2,292 $432,728 2,784 $534,279 2,351 $470,906 11,598 $2,224,402 

$2,141,201 $2,138,840 $2,227,818 $2,217,357 $2,274,108 $10,999,325 
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FIGURES 
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FIGURE 1 - MARICOPA COUNTY MAP 
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Sun City Water System 
Water Usage -July 2012 - June2013 
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Sun City Water District - Actual and Projected Growth 
2008 through 2019 
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ATTACHMENTS 



ATTACHMENT 1 

Meter ReDair and/or Redacement Tariff - BMP 4.2 

PURPOSE 

A program for the Company to systematically assess all in-service water meters (including 
Company production meters) in its water service area to identify under-registering meters for 
repair or replacement (Modified Non-Per Capita Conservation Program Best Management 
Practice Category 4: Physical System Evaluation and Improvement 4.2 Meter Repair and/or 
Replacement Program). 

REQUIREMENTS 

The requirements of this tariff are governed by Rules of the Arizona Corporation Commission 
and were adapted from the Arizona Department of Water Resources’ Required Public Education 
Program and Best Management Practices in the Modified Non-Per Capita Conservation Program. 

1. 

2. 

3. 

4. 

5. 

On a systematic basis, the Company will inspect 100 percent of its 1-inch and smaller in- 
service water meters at  least once every ten years for one of the following reasons 
(whichever occurs first): 

a. A meter reading complaint is filed with the Company by a customer or Arizona 
Corporation Commission Staff, 

b. A meter has registered 1,000,000 gallons of usage, 
c. A meter has been in service for ten years. 

Meters larger than 1-inch shall be inspected for one of the following reasons: 
a. A meter reading complaint is filed with the Company by a customer or Arizona 

Corporation Commission Staff, 
b. A meter has been in service for five years. 

The inspection will be accomplished by having a Company Technician physically inspect 
each meter and its fittings for leaks, registers which may have become loose or are not 
properly attached to the meter and could be under-registering or other broken parts 
which need repair. I n  addition, meters shall be randomly selected for flow testing to 
identify potentially under-registering meters. 

The Company shall also replace or reprogram any water meters that do not register in 
gallons. Upon the effective date of this tariff, the Company shall install all replacement 
meters with new: 

a. 1-inch and smaller meters that register in 1 gallon increments, 
b. 1-1/2-inch through 4-inch meters that register in 10 gallon increments, and 
c. 6-inch and larger meters that register in 100 gallon increments. 

The Company shall keep records of all inspected and replacement meters and make this 
information available to the Commission upon request. 
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Plan of A h s t r a t i o n  
System Improvement Benefit Mechanism (“SIB”) 

I. GENERAL DESCRIPTION 

This document is the Plan of Administration (“POA”) for the System Improvement Benefits 
(“SIB”) Mechanism approved for EPCOR Water’s (“Company,’) Sun City Water District by the 
Arizona Corporation Commission (“ACC” or “Commission7’) in Decision No. XXXXX on Month, 
Day, Year. The SIB provides for recovery of the capital costs (return on investment, income taxes 
and depreciation expense) associated with distribution system improvement projects listed in SIB 
Plant Table I that have been verified to be ~ompleted,’~ net of associated retirements and placed in 
service per SIB Plant Table I1 and where costs have not been included in rate base for recovery in 
Decision No. XXXXX. Any expenditures offset by contributions in aid of construction or advances 
in aid of construction are not eligible for inclusion in the SIB. 

11. DEFINITIONS 

0 NARUC - National Association of Regulatory Utillty Commissioners 

0 SIB - System Improvement Benefit mechanism to be implemented between rate 
proceedings to support investment in plant recorded in SIB Eligible NARUC 
accounts. 

0 SIB Eligible Plant - Investments in plant recorded in SIB Eligible NARUC accounts. 

0 SIB Eligible NARUC accounts: 

. NARUC Account No. 309 - Supply Mains 

. NARUC Account No. 331 - Transmission and Distribution Mains 

. NARUC Account No. 333 - Services 

. NARUC Account No. 334 - Meters and Meter Installations; 

9 NARUC Account No. 335 - Hydrants 

0 SIB Plant Table I (Excerpt attached as Exhibit 1)16 - The schedule of planned SIB 
eligible projects that is either approved in the Company’s most recent rate case or 
updated by a subsequent Commission decision. As used herein, h s  term refers to 
the most recently updated SIB Plant Table I available unless reference is made to a 
particular Commission decision. 

0 SIB Plant Table I1 - The schedule of completed and verified SIB eligible projects 
from the latest Commission approved SIB Plant Table I and associated retirements. 

l5 Acceptable form of verifications may include the Maricopa County Environmental Services Department Approval 
of Construction, Professional Engineer’s Certificate of Completion, etc. 
16 See Company filing of August 22,2013 
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Total Revenue Requirement - The revenue requirement approved in Decision No. 
XXMIX, plus the SIB Revenue Requirement. 

SIB Revenue Requirement - The revenue requirement equal to the retum on 
investment, income taxes and depreciation expense necessary to support the SIB 
Plant Table I1 amounts. 

SIB Revenue Requirement Efficiency Credit - An amount equal to 5 percent of the 
SIB Revenue Requirement. 

SIB Authorized Revenue - Amount equal to the SIB Revenue Requirement less the 
SIB Revenue Requirement Efficiency Credit plus any SIB True up Adjustment. 

Gross SIB Surcharge - Amount to be shown on customers’ bills based on meter 
sizes without consideration to the SIB Surcharge Efficiency Credtt. 

SIB Surcharge Efficiency Credit - An amount equal to 5 percent of the Gross SIB 
Surcharge to be shown on customers’ bills. 

SIB Surcharge - The amount equal to the Gross SIB Surcharge less the SIB 
Surcharge Efficiency Credit to be charged, based on meter size, calculated to recover 
the SIB Authorized Revenue. The SIB Surcharge is to be shown as a separate line 
item on customers’ bills. 

SIB True-up Adjustment - An amount to adjust for over- or under-collection of the 
SIB Authorized Revenues as compared with the total SIB Surcharges collected for 
the preceding 12 month period. Each SIB true-up shall also analyze the cumulative 
over- or under-collections to include a comparison of all past SIB Authorized 
Revenues, total SIB Surcharge collections, and prior true-ups to be used in 
calculation of the SIB true-up surcharge or credtt by meter size. 

111. SIB RELATED FILINGS 

A. Progress Reports - Once a SIB is approved in a decision, the Company must file 
with Docket Control semi-annual status reports delineating the status of all SIB 
Eligible Plant, on a project by project basis as listed in the latest Commission 
approved SIB Plant Table I. The initial semi-annual status report shall include only 
those projects from the initial SIB Plant Table I which the Company has designated 
as most hkely to be completed in the first 12 months. 

B. Reconciliation and True Up - Once a SIB Surcharge is implemented, the Company 
must file annually to true up its SIB Surcharge collections over the precedmg twelve 
months with the SIB Authorized Revenue for that period and establish a surcharge 
or credtt to true up over or under collections, regardless of whether it seeks a new 
surcharge. The fihg dates for these annual true-ups shall be as established in the 
Commission’s Decision approving the SIB Surcharge. 
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C. SIB Surcharge Requests - To obtain its SIB Surcharge the Company must file the 
following: 

1. 

2. 

3. 

4. 

5. 

6. 

SIB Plant Table 1117 (with supporting information and documentation), 
showing the SIB eligble projects completed for whch the Company seeks 
cost recovery. Such projects must: 

a. be projects listed in the SIB Plant Table I; 

b. have been completed by the Company; 

C. have been verified; and 

d. be actually serving customers. 

A summary of Commission approved SIB-eligible projects contemplated for 
the next twelve (12)-month SIB surcharge period from SIB Plant Table I’* 
from Decision No. xr=xxX to allow the Commission to establish the latest 
SIB Plant Table I. 

SIB Schedule A (sample attached as Exhibit 3), showing a calculation of the 
SIB Revenue Requirement and SIB Revenue Requirement Efficiency Credit, 
SIB Authorized Revenue, Gross SIB Surcharge, SIB Surcharge Efficiency 
Credit, and the SIB Surcharge. Schedule A shall be supported by revenue 
requirements schedules supporting the revenue requirements in Decision No. 
XXXXX and the pro-forma revenue requirements including the effects of 
SIB Eligible Plant. 

Schedule B (sample attached as Exhibit 4) showing the overall SIB True-up 
Adjustment calculation for the prior twelve-month SIB Surcharge period, as 
well as the individual SIB True-up Adjustment for each meter size. 

SIB Schedule C (sample attached as Exhibit 5) showing the effect of the SIB 
Surcharge on a typical residential customer bill for both median and average 
usage. 

SIB Schedule D (sample attached as Exhibit 6) which shall include an 
analysis of the impact of completed SIB Eligible Plant projects on the fair 
value rate base, revenue, and the fair value rate of r e m .  The Company shall 
also file the following as part of SIB D Schedule: 

a. the most current balance sheet at the time of the filing; 

Sample attached as Exhibit 2 
Beginning with its SIB Surcharge Request filing for the second 12-month surcharge period, the Company may 

request a change from the estimated CostAJnit (approved in the Company’s most recent rate case Decision) due to 
inflation using the latest calendar year Consumer Price Index (see sample attached as Exhibit 1). This may be done 
only if the original SIB Plant Table I unit cost did not account for inflation. 

17 
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b. the most current income statement; 

c. an earnings test schedule; 

d. a rate review schedule (including the incremental and pro forma 
effects of the proposed increase); 

e. an adjusted rate base schedule; and 

f. a Construction Work in Progress ledger for each project showing 
accumulation of charges by month and paid contractor invoices 
including a summary page showing the calculation of the SIB eligible 
rate base and depreciation expense net of associated retirements. 

D. 

E. 

F. 

G. 

H. 

The Company will maintain and provide to the Commission’s Ualities Division 
(Staf!i) and the Residential Utility Consumer Office (RUCO) schedules in Wcrosoft 
Excel format (with all formulae intact) supporting the revenue requirement approved 
in Decision No. XXXXX, and the effects of completed SIB eligible plant for the 
current SIB Surcharge Request and any previously approved SIB Surcharge and SIB 
True-up Adjustment Requests. 

The Company may make its initial SIB Surcharge Request through Docket Control 
no earlier than twelve months after the entry of Decision No. Xxxxx. 

The Company may make no more than one SIB Surcharge Request every twelve 
months with no more than five SIB Surcharge Requests between rate case decisions. 
A True-up must be filed with each SIB Surcharge Request, except the first. 

Unless otherwise authorized by the Commission, the Company shall be required to 
file its next general rate case no later than Month, Day, Year, with a test year endmg 
no later than Month, Day, Year. 

Any SIB Surcharges that are in effect shall be reset to zero upon the date new rates 
become effective in the Company’s next general rate case. 

IV. SURCHARGE CALCULATIONS 

A. Calculations of Amounts to Be Collected By the SIB Surcharge 

1. The amount to be collected by the SIB Authorized Revenue shall be equal to 
the SIB Revenue Requirement minus the SIB Revenue Requirements 
Efficiency Credit plus any SIB True up Adjustment. 
For purposes of calculating the SIB Revenue Requirement: 

(1) The required rate of return is equal to the overall rate of return 
authorized in Decision No. Xxxxx. 
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(2) The gross revenue conversion factorltax multiplier is equal to the 
gross revenue conversion factor/tax multiplier approved in Decision 
No. Xxxxx, and 

(3) The applicable depreciation rate(s) is equal to the depreciation rate(s) 
approved in Decision No. Xxxxx. 

2. The SIB plant unit cost to be used in calculating the SIB Revenue 
Requirement shall be the lesser of the installed SIB plant unit cost listed in 
SIB Plant Table I1 or 110 percent of the SIB plant estimated unit cost listed 
in the latest Commission approved SIB Plant Table I. 

3. The amount to be collected by each SIB Surcharge Request shall be capped 
annually at five percent of the revenue requirement authorized in Decision 
No. XxxXX. 

B. Reconciliation And True-Ups 

1. 

2. 

3. 

4. 

5. 

The revenue collected by the total SIB Surcharges over the preceding twelve 
months shall be trued-up and reconciled with the SIB Authorized Revenue 
for that period. 

A new SIB Surcharge shall be combined with an existing SIB Surcharge such 
that a single SIB surcharge and SIB Efficiency Credit are shown on a 
customer’s bdl. 

For each twelve (12) month period that a SIB surcharge is in effect, the 
Company shall reconcile the amounts collected by the SIB Surcharge with 
the SIB Authorized Revenue, for that twelve (12)-month period, consistent 
with Schedule By attached hereto as Exhibit 4. 

Any under- or over-collected SIB Authorized Revenues shall be recovered or 
refunded, without interest, over a twelve-month period by means of a SIB 
True-up Surcharge or Credit. 

Starting with the second annual SIB Surcharge, where there are over- or 
under-collected balances, such over- or under-collected balances shall be 
carried over to the next year, and considered in the calculation of the new 
SIB True-up Surcharge or Credit. If, after the five-year period there remains 
an over- or under-collected balance, such balance shall be reset to zero, and 
addressed in the next rate case. 

C. EamingsTest 

1. Once a SIB Surcharge is in effect, the Company shall be required to perform 
an annual earnings test calculation for each SIB Surcharge Request to 
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determine whether the actual rate of return reflected by the operating income 
for the affected system or division for the relevant 12-month period 
exceeded the most recently authorized fair value rate of return for the 
affected system or &vision. 

2. The earnings test shall be: 

a) based on the most recent available operating income, 

b) adjusted for any operating revenue and expense adjustments adopted 
in the most recent general rate case; and 

c) based on the rate base adopted in the most recent general rate case, 
updated to recognize changes in plant, accumulated depreciation, 
contributions in aid of construction, advances in aid of construction, 
and accumulated deferred income taxes through the most recent 
available financial statement (quarterly or longer). 

V. ADDING PROJECTS TO SIB TABLE I UNDER EMERGENCY 
CIRCUMSTANCES 

A. 

B. 

C. 

D. 

The Company may seek Commission approval to add projects in SIB Plant Table I 
only in the event of emergency circumstances. No such changes may be made 
without Commission approval. 

Any addition to SIB Plant Table I must be plant investment that maintains or 
improves existing customer service, system rehability, integrity and safety. Eligible 
plant additions are limited to plant replacement projects. The costs of extending 
facilities or capacity to serve new customers are not recoverable through the SIB 
mechanism. 

To be eligible for SIB treatment, a project must be SIB Eligble Plant. 

SIB Eligble Plant must satisfy at least one of the following criteria: 

1. Water loss for the system exceeds ten (10) percent, as calculated by the 
following formula: ((Volume of Water Produced and/ or Purchased) - 
(Volume of Water Sold + Volume of Water Put to Beneficial Use)) &vided 
by (Volume of Water Produced and/or Purchased). If the Volume of Water 
Put to Beneficial Use is not metered, it shall be established in a reliable, 
verifiable manner. 

2. Plant assets that have remained in service beyond their useful service lives 
(based on the Company’s system’s authorized utility plant depreciation rates) 
and are in need of replacement due to being worn out or in a deteriorating 
condition through no fault of the Company; 

78 



EPCOR Water - Sun City Water District 
Docket No. WS-01303A-14-0010 

Plan of Adrmnistration 
System Improvement Benefit Mechanism (“SIB”) 

3. Any other engineering, operational or financial justification supporting the 
need for a plant asset replacement, other than the Company’s negligence or 
improper maintenance, including, but not limited to: 

a. A dockented  increasing level of repairs to, or failures of, a plant 
asset justifying its replacement prior to reaching the end of its useful 
service life (e.g. black poly pipe); 

b. Assets that are required to be moved, replaced or abandoned by a 
governmental agency or political subdivision if the Company can 
show that it has made a good faith effort to seek reimbursement for 
all or part of the costs incurred. 

VI. SIB SURCHARGE RATE DESIGN 

A. The SIB Surcharge rate design shall be calculated as follows: 

1. The SIB Surcharge shall be a fixed monthly surcharge containing a Gross 
SIB Surcharge and the SIB Surcharge Efficiency Credit as its two 
components. 

2. The SIB Surcharge shall be calculated by dividmg the SIB Authorized 
Revenue by the number of equivalent active 5/8-inch meters at the end of 
the most recent twelve (12) month period, and shall increase with meter size 
based on the following meter capacity multipliers: 

5/8-inch x %-inch 
%-inch 
1 -inch 
1 %-inch 
2-inch 
3-inch 
4-inch 
6-inch 
8-inch 
10-inch & above 

1.0 times 
1.5 times 
2.5 times 
5 times 
8 times 
16 times 
25 times 
50 times 
80 times 
115 times 

B. The SIB Surcharge shall apply to all of the Company’s metered customers, including 
private fire service customers. 

VII. SIB SURCHARGE NOTICE REQUIREMENTS 

.A. Thirty days prior to filing each application to implement a SIB Surcharge, the 
Company shall file a proposed form of notice to Staff for review, and a Summary of 
what the Company will be requesting in the application. Once the notice is approved 
by Staff, the Company shall provide a copy of the approved notice to its customers 
via newsletter or bill insert. After providing notice, the Company shall fie a copy of 
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the notice and a description of when and how it provided notice with each 
application to implement a SIB surcharge. The Summary and Notice shall include at 
least the following information: 

B. 

C. 

D. 

E. 

1. The individual Gross SIB Surcharge, by meter size; 

2. The individual SIB Surcharge Efficiency Crel t ,  by meter size; 

3. The SIB Surcharge, by meter size; and 

4. Directions to where the customer may obtain a summary of the projects included 
in the current SIB Surcharge request, including a description of each project and 
its cost. 

A SIB Surcharge shall not become effective until approved by the Commission. 

The Company shall provide a proposed order for the Commission’s consideration. 

The Company shall notice its customers of the SIB Surcharge approved herein as 
soon as possible in a form acceptable to Staff and consistent with the notice 
requirements of Decision No. Xxxxx. 

The Company shall not implement the SIB Surcharge until 30 days after having filed 
documentation in Docket Control providing the date when all effected customers 
have been notified of the Commission approved SIB Surcharge. 
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ENGINEERING REPORT FOR 
EPCOR Water Arizona Inc. 
Tubac Water District 

Docket No. WS-Ol303A-14-0010 (Rates) 

By Michael Thompson, P. E. 

December 31,2014 

EXECUTIVE SUMMARY 

CONCLUSIONS 

1. 

2. 

3. 

4. 

5. 

6. 

7.  

8. 

The Arizona Corporation Commission (“ACC” or ‘‘Commission”) Utilities Division Staff 
(“Uaties Staff’ or “Staff’) concludes that the Tubac Water District (“Tubac” or “District”) 
water system, does not have adequate storage capacity to serve the present customer base 
and any reasonable growth. 

The Arizona Department of Environmental Quality (“ADEQ’) Compliance Status Report 
(“CSR’), indcates that the District water system is currently delivering water that meets 
water quality standards required by 40 CFR 141 (National Primary Drinking Water 
Regulations) and Arizona Adrmtllstrative Code, Title 18, Chapter 4. 

The District’s water system service area is located within the Arizona Department of Water 
Resources (“ADWR”) Santa Cruz Active Management Area (“AMA”). 

ADWR’s Water Provider Compliance Reports, dated June 6, 2014, indicate that the 
District’s water system is currently in compliance with departmental requirements governing 
water providers and/or community water systems. 

Accordmg to the Commissions Ualities Division Compliance Section database the District 
currently has no delinquent Commission compliance items. 

The District has approved Cross-Connection/Backflow Prevention and Curtailment Tariffs 
on file with the Commission. 

The District has ten (10) Best Management Practices (“BMPs”) on file with the Commission. 

Well No. 2 produced water containing arsenic concentrations above the Environmental 
Protection Agency (“EPA”) standard. The well is located a significant distance from the 
Arsenic Removal Facihty (“ARF”). Based on a cost analysis study, it was determined to be 
cost prohibitive to install a transmission main from Well No. 2 to the AFW. Consequently, 
the well was disconnected from the District water system and is currently inactive. Well No. 
2 is considered not used and useful to the District’s provision of service. 



9. EPCOR Water Arizona, Inc. (“EWAZ”) has not requested any District Post-Test Year 
Capital Investment Projects (“IPS”) be included as Post Test Year Plant Additions. 

Staff concludes that the media replacement cost of $101,712 to be appropriate and 
reasonable. 

10. 

RECOMMENDATIONS 

1. 

2. 

3. 

4. 

5. 

Staff recommends an annual water testing expense, for the District, of $2,108 be used for 
the purposes of tlus application. 

Staff recommends the depreciation rates listed under “Staffs Recommended Rates” in Table 
F be adopted. 

Staff has no objections to the continued use of the currently authorized meter and service 
installation charges, as proposed by the District, and recommends the charges listed under 
“Staffs Recommendations” in Table G be adopted. 

EWAZ filed a proposed change to the Meter Repair and/or Replacement Tariff (“BMP 
4.2”). In the proposed change, EWAZ requested that paragraph 3 of the BMP tariff, which 
refers to the inspection of meters, be moQfied such that p u h g  a meter for inspection 
would no longer be required and therefore be stricken from the tariff. Staff recommends 
approval of the modification in BMP 4.2, as proposed by EWAZ. 

Staff recommends the District install, at a minimum, an addtional 100,000 gallons of storage 
capacity. Staff Eurther recommends that the District file with Docket Control, as a 
compliance item in this docket by December 31, 2015, a copy of the ADEQ Approval to 
Construct (“ATC”) for the additional storage capacity. 
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A. INTRODUCTION AND LOCATION OF COMPANY 

On March 7,2014, EPCOR Arizona Water Company, Inc. (“EWAZ” or “Company”) filed 
an application with the Anzona Corporation Commission (“ACC” or “Commission”) for approval 
of a rate increase in (Docket No. WS-O1303A-14-0010) for its Tubac Water District (“Tubad’ or 
“District”). Tubac’s current rates were approved in Commission Decision No. 71410, dated 
December 8,2009. 

The District water system, Public Water System (“PWS”) No. 04-12-001, provides public 
utility water service to approximately 600 metered connections’ in the town of Tubac, in Santa Cruz 
County. The location of the District and the area covered by its Certificate of Convenience and 
Necessity ((‘CC&N”), which covers approximately 4,222 acres (6.59 square d e s ) ,  are shown in 
Figures 1 and 2, respectively. The original CC&N area was transferred from Arizona-American 
Water Company to EWAZ in Commission Decision No. 72668 dated November 17,2011. 

B. DESCRIPTION OF THE WATER SYSTEM’ 

The District water system was visited on June 5,2014, by Staff member Michael Thompson. 
Mr. Thompson was accompanied by Ms. Phan Tsan (Staff Public Utilities Analysts), Ms. Sheryl 
Hubbard, CPA (EWAZ Director, Regulatory & Rates), Mr. Roland Tanner (EWAZ Manager, Rates 
& Regulation), Mr. John Lulewicz (EWAZ Operations Manager), Mr. Joe Comejo (EWAZ 
Operations Manager), Mr. Paul Taylor (EWAZ Operations Supervisor), and Mr. Jesse Mailloux 
(EWAZ Operator). Mr. Jesse Mailloux is the District’s lead certified operator of r e ~ o r d . ~  

The District water system consists of three (3) active wells, one (1) inactive well, an Arsenic 
Removal Facility (“ARF”), two (2) booster pumps, one (1) storage tank, and two (2) emergency 
generators. 

The cbstribution system consists of three (3) pressure zones. Well No. 3 pumps directly to 
Zone 1 and the Palo Parado Booster Pump Station located in Zone 3. Zone 3 is fed from the 
booster pump station and Well No. 3. Well No. 3 arsenic concentrations are well below the 
Environmental Protection Agency (“EPA”) standard. Well Nos. 4 and 5 feed Zone 2 via the ARF. 

Well No. 2 produced water containing arsenic concentrations above the EPA standard. The 
well is located a significant &stance from the A m .  Based on a cost analysis study, it was 
determined to be cost prohibitive to install a transmission main from Well No. 2 to the ARF. 
Consequently, the well was disconnected from the District water system and is currently inactive. 
Well No. 2 is considered not used and useful to the District’s provision of service. 

’ Metered connections are included in the water use data submitted with the application. 
2 The description of the water system is based on one, or a combination of, the following sources: 1) Company’s Application, 2) 
Direct Testimony of Shawn Bradford, dated March 7,2014,3) Information contained in the Company’s Response to Staff Data 
Requests and, 4) Information collected during Staffs site visit. 
3 Mr. Mailloux has certifications with the State of Arizona as a Grade 1 Wastewater Collection System Operator, Grade 4 Water 
Distribution System Operator, and a Grade 3 Water Treatment Plant Operator. ADEQ Operator Identification No. 013022882> 
expiration date November 30,2016. 
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RDWR Well 
II) 1’UmP OlPY Well ID 

The ARF, located at Well Site No. 5, consists of two (2) 9-fOOt diameter Sevem Trent 
Granular Iron Media (“GIM’) arsenic removal vessels. Each vessel contains approximately 95.5 
cubic feet (“ftj”) of gravel, and approximately 171.5 ft3 of Bayoxide E-33 media4. The ARF began 
operating in December of 2009. The GIM vessels are capable of treating 500 gallons per minute 
(“GPM’) of water from either Well No. 4 or Well No. 5. In other words, the ARF is capable of 
treating only one well at a time. However, the ARF is designed to blend water from Well No. 4 with 
treated water from Well No. 5. The vessels are operated in a lead/lag configuration, where one 
vessel operates in the lead position, while the other vessel is in the standby or lag position. Once the 
lead vessel meQa has expired the lag vessel then becomes the lead. Media in Vessel No. 1 was 
replaced in July of 2012, and meQa in Vessel No. 2 was replaced in July of 2013. Water from Well 
Nos. 4 and 5 contain arsenic levels of approximately 36 and 17 parts per bdlion (“PPB”), 
respectively. The targeted arsenic level discharged from the vessels to the distribution system is 8 
PPb. 

casing Pump l’idd Casing Depth Meter Size Year 
(mches) Drilled Diimeter 

(inches) (feet) 

The water system consists of one (1) 50,000 gallon storage tank, which is located at the 
booster pump station in Zone 3. Zone 1 and 2 do not have storage tanks. 

0 Well No. 3 

0 Well No. 4 

0 Well No. 5 

Emergency generators are located at both Well No. 4 and Well No. 5. Well No. 3 does not 
have an emergency generator. 

55-604371 40 130 - 160 140 12 4 1965 

55-505043 75 350 650 16 8 1983 

55-632901 75 450 - 500 302 12 6 1977 

The in-service plant facilities (i.e., wells, tanks, pumps, and visible pipe) withrn the District’s 
water system service area appeared to be in proper working order, properly maintained, and in 
excellent condition. Staff did not observe any leaks at the plant facilities, or in the distribution 
system. 

Detailed listings of the plant facilities are included in Table A. Schematics of the service area 
are illustrated in Figures 3A through 3F. 

Table A. Tubac Water System Plant Facilities Summary 

4 Bayoxide E-33 media is a granular iron media manufactured by Severn Trent. 
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ADWt We11 
Tc, 

Well ID 
Casing 

Diameter 
(inches) 

Pump Yield Casmg Depth Meter Suc Year 
(inches) U d e d  b P  OlPY k m ) 2  (feet) 

0 Well No. 2 55-604370 25 180 204 12 3 1965 

Media I’cssels 
(Cubic &et) 

site Pressure Tanks wells Emergency Back-up 
(Galloos) CTeoerator 

Service Area Distribution Mains 

Material Diameter 
inches 

Arsenic Removal Fachty (ARF) 171.5 - Granular Iron 
95.5 - Gravel 1 - 5,000 Well No. 5 Yes 

Well Site No. 4 

Well Site No. 5 & rzRF 

Station 
Palo Parado Booster Pump 

None 5,400 None Yes 

None 5,000 None Yes 
1 - 2,000 

2 - 5hp No 1 - 5,000 50,000 

11 Total Length I 137.986 11 

2 

3 

4 

Total Quantity 628 

various 1,021 

T7arious 5,083 

various 17,153 

c. WATERUSE 

6 

8 

(I) Water Sold 

Various 68,450 

various 37.029 

Figure 4 represents the water consumption data, in graphical form, for the District’s water 
system during the 12 month period for the test year, July 2012 through June 2013. The water 
consumption graph is located in the Figure Section of this report. Table B represents the high, low, 
and average water consumption for the District’s water system. 

12 

Undetermined 

various 4,041 

Various 4,782 
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Watw Usage 

Table B. Tubac Water District Water System Water Usage 
Test Year July 2012 -June 2013 

Sun City Water System 

Lowest Dady Average Usage 

Test Year Average Usage 

I High Usage Month I June - 2013 II 

226 

350 

I Highest Daily Average Usage I 495 I1 
11 Low Usage Month I March - 2013 U 

(2) Non-Accounted For Water 

Non-accounted for water should be 10 percent or less and never more than 15 percent. It is 
important to be able to reconcile the difference between water sold and the water produced by the 
source. A water balance will allow a water company to identify water and revenue losses due to 
leakage and any non-metered water use such as construction, firefighting, and line flushing. The 
water loss percentage within the District’s water system during the test year (fiscal year) was 
calculated to be 9.88 percent. Water loss percentages for the District’s water system from the 
District’s 201 1 through 2013 annual reports are listed in the Table C below. 

Table C. Tubac Water District Water System Water Loss 

Water Loss 

Tubac Water System 

I 9.99 II 
I 11.70 I 

11 2013 Water Loss C/O) I 8.18 I 

(3) Water System Atza&-is 

The District water system has three (3) active drinking water wells with a combined total 
production capacity of approximately 1,300 gpm (1,872,000 gallons per day (“GPD”)). However, 
since the ARF is capable of treating water from only one well at a time, from Well No.4 or Well No. 
5, the actual total production capacity is approximately 680 gpm (979,200 gpd). The water system 
has one (1) storage tank with a total storage capacity of approximately 50,000 gallons located in 
Zone 3. Zone 1 and 2 do not have storage tanks.  During the peak month, June 2013, the water 
system was serving 602 connections when EWAZ reported 8,934,000 gallons of water sold. 
Average daily demand for the month of June 2013 was determined to be 297,800 gpd. Staff 
concludes that the water system does not have adequate storage capacity to serve the present 
customer base and any reasonable growth. Therefore, Staff recommends the District install a 
minimum of 100,000 gallons of storage capacity. Staff further recommends that the District file 
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Year 

with Docket Control, as a compliance item in this docket by December 31, 2015, a copy of the 
ADEQ Approval to Construct (“ATC”) for the additional storage capacity. 

Number of Customers 

D. GROWTH’ 

2019 

Table D and Figure 5 show the District’s customer growth based on service connection data 
contained in the EWAZ Enterprise Customer Information System (“eCIS”) data base. Accordingly, 
Table D and Figure 5 indlcate that the District’s growth from 2008 to 2009 was relatively flat. The 
District experienced a slight increase in growth, approximately 2.72 percent (a gain of 16 customers), 
from 2010 to 2013. 

634 Projected 

With respect to future growth, EWAZ is projecting a positive trend in growth from 2014 
through 2019. The EWAZ growth projections, which are updated each year in April, are based on 
data obtained from the eCIS data base, local economists, and local developers. In general, EWAZ is 
projecting the District’s growth to increase a total of 5.14 percent (projected gain of 31 customers) 
from 2014 through 2019. 

Table D. Tubac Water District Actual and Projected Growth 

I 2008 I 588 I eCIS n 
II 2009 I 587 I eCIS n 
II 2010 I 589 I eCIS II 

Staffs historical growth figures are based on the data reported by EWAZ from its Enterprise Customer Information System 
(“eCIS”) data base. Projected growth figures are based on EWAZ projections from its eCIS data base, local economists, and 
local developers. 
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Compliance Analysis Testing 

E. ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY (“ADEQ”) 
COMPLIANCE 

Annual Costs Quantity of Tests Cost per  
Cost per  Test per Three Year Three Year 

Petiod Period 

( I )  Compliance Statu 

Total Coliform 

Lead & Copper 

Arsenic 

Disinfection Bv-Products 0 1  

ADEQ Compliance Status Reports (“CSR) indicates that the Tubac Water System (PWS 
No. 04-12-001) is currently in full compliance with its requirements and is currently delivering water 
that meets water quality standards required by 40 CFR 141 (National Primary Drinking Water 
Regulations) and Arizona Administrative Code, Title 18, Chapter 46. 

Ti 11 108 96 1,188 96 396 

$ 30 10 96 300 $ 100 

$ 14 30 $ 420 $ 140 

$ 70 6 $ 420 $ 140 

(2) Water Monitoring and Testing Expenses 

Arsenic (Wells) 

Arsenic (ARF Vessels)2 

Arsenic (EPDS)3 

Total Coliform (Wells) 

The District reported water testing expenses of $2,041 during the test year. In addition to 
Total Coliform, Lead & Copper, Disinfectant-By-products, Arsenic, and Total Organic Carbon 
testing, the Tubac Water System is also subject to mandatory participation in the Monitoring 
Assistance Program (“MAP”).’ The monitoring and testing expenses that were reviewed, evaluated, 
and recalculated by Staff are represented in Table E. The total estimated annual water testing 
expense for the water system is $2,108. Staff recommends, for the District, an annual water testing 
expense of $2,108, as tabulated in Table E, be used for the purposes of this application. 

$ 14 36 96 504 $ 168 

$ 14 72 96 1,008 96 336 

96 14 24 $ 336 Ti 112 

$ 11 108 $ 1,188 96 396 

Table E. Water Testing Costs - Tubac Water District (PWS No. 04-12-001) 

II 

MAP MAP 96 5,337 $ 1,779 
IOCs, Nitrate, Nitrite, SOCs, VOCs, 
Radiochemirals R A D S ) .  & Asheetos I 

~ 

Quantity of Tests Cost Per 
Process Analysis Testing Three Year Annual Costs 

Period 
~ ~ 

TTHM is the initialism for Total Tnhalomethanes and HAA5 is the initialism for Haloacetic Acids. ARF is the acronym for 
Arsenic Removal Facility. 3 EPDS if the initialism for Entry Point Distribution System. 

ADEQ CSR dated August 6,2014. ’ The MAP is mandatory for water systems which serve less than 10,000 persons (approximately 3,300 service connections). 
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Structure & Improvement - Store, Shop & Garage 
Structure & Improvement - Miscellaneous 
Collection & Impounding Reservoirs - Source 

& PumDitlg 

F. ARIZONA DEPARTMENT OF WATER RESOURCES (“ADWR”) COMPLIANCE 

0.00 
0.00 

0.00 

The District’s water system service area is located withm the ADWR Santa Cruz Active 
Management Area (“AMA’). ADWR’s Water Provider Compliance Reports, dated June 6, 2014, 
indicate that the District’s Water System is currently in compliance with departmental requirements 
governing water providers and/or community water systems. 

2.00 
0.00 

0.00 

G. ARIZONA CORPORATION COMMISSION COMPLIANCE 

3.33 2.00 
3.33 0.00 

2.50 0.00 

A check of the Utilities Division Compliance Section database showed that there are no 
dehquent Commission compliance items for the District.* 

0.00 
2.50 

H. DEPRECIATION RATES 

2.50 0.00 
3.33 2.50 

EWAZ proposed only a few changes to the current District depreciation rates, which are 
shown in the District’s Proposed Rates column in Table F. Staff recommends the depreciation rates 
listed under “Staffs Recommended Rates” in Table F be adopted. 

Lake & River Intakes 
Wells & Springs - Source & Pumping 

Infiltration Galleries - Source & PumDine 

Table F. Depreciation Rate Table - Tubac Water District 

0.00 
3.08 
0.00 

I 302 
303 

304 

305 

306 
307 
308 

301000 
302000 

303200 
303300 
303400 
303500 
303600 

304100 
304200 
304300 

304400 
304500 
304600 
304620 
304700 
304800 
305000 

306000 
307000 
308000 

Current 

Decision No. 
Depreciable Plant Rates (“10) 

Organization 0.00 
Franchises 0.00 

0.00 
0.00 
0.00 
0.00 
0.00 

Land & Land Rights 
Land & Land Rights - SS 
Land & Land Fhghts - Pumping 
Land & Land Fhghts - Treatment 
Land & Land Rights - T&D 
Land & Land Rights - AG 

District 

Rates (%) 

0.00 0.00 0.00 
0.00 0.00 0.00 

0.00 
0.00 
0.00 
0.00 
0.00 

2.50 
2.00 

0.00 I 6.67 I 0.00 

* Per Compliance Section email, dated August 8,2014. 
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309 309000 
310 

3 10000 
310100 

311000 
311200 
311300 
311400 
311500 
311530 
311540 
311600 

320000 
320.1 320100 

320200 
320300 

311 

320 

330 
330000 

330.1 330100 
330200 

330.2 330300 
330400 

331000 
331001 
331100 
331200 
331300 
331400 

332 332000 
333 

333000 
333100 

334100 
334200 
334300 

335 335000 
336 336000 
339 

339000 
339100 
339200 
339500 
339600 

340000 
340100 
340200 
340300 
340310 
340325 
340330 
340400 

331 

334 

340 

Supply Mains - Source & Pumping 
Power Generation Equipment - S & P 

Power Production Equipment -~ 
Power Generation Equipment - Other 

Pumping Equipment 
Pump Equipment - Steam 
Pump Equipment - Electric 
Pump Equipment - Diesel 
Pump Equipment - Hydraulic 
Pump Equipment - Other 
Pump Equipment - Water Treatment 
Pump Equipment - Transmission & Distribution 
Pump Equipment - Source & Pumpkg 

Water Treatment Equipment - Purification Equip. 
Water Treatment Equipment - Non-Media 
Water Treatment Equipment - Filter Media 
Water Treatment Equipment - Sludge Disposal 
Equipment (Arsenic Removal) 

Distribution Reservoirs & Standpipes 
Elevated Tanks & Standpipes 
Ground Level Tanks 
Below Ground Tanks 
Clearwell 

TD Mains -Water Treatment Equipment 
TD Mains - Not Classified by Size 
TD mains - 4-inch & less 
TD mains - 6-inch to 8-inch 
TD mains - 10-inch to 16-inch 
TD Mains - 1 8-inch and Greater 

Water Treatment Equipment 

Distribution Reservoirs & Standpipes 

Transmission and Distribution 

Fire mains 
Services 

Services 
Services - Water Treatment EauiDment 

Meters 
Meters 
Meter installations 
Meter Vaults 

Hvdrants 
Backflow Prevention Devices 

Other Plant & Miscellaneous Equipment 
Other Plant/Miscellaneous Equipment - TD Plant 
Other Plant/Miscellaneous Equipment - Intangible 
Other Plant/Miscellaneous Equipment - Supply 
Other Plant/Miscellaneous Equipment - T & D 
Other Plant/Miscellaneous Equipment - CPS 

Office Furniture & Equipment - General Plant 
Office Furniture & Equipment 
Computer & Peripheral Equipment 
Computer Software 
Computer Software - Mainframe 
Computer Software - Customized 
Computer Software - Other 
Date Handhg Equipment - General Plant 
Office Equipment - Other 

Office Furniture & Equipment 

0.00 

0.00 
4.24 

0.00 
4.24 
4.24 
0.00 
4.24 
0.00 
0.00 
0.00 

0.00 
7.06 
5.00 

5.00 

1.62 
2.22 
5.00 
0.00 
0.00 

0.00 
1.97 
1.97 
1.97 
2.34 
0.00 
0.00 

2.45 
0.00 

2.42 
2.42 
0.00 
1.97 
6.67 

0.00 
0.00 
0.00 
0.00 
0.00 

0.00 
3.28 
10.00 
25.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.00 

3.33 
0.00 

0.00 
4.00 
4.00 
0.00 
4.00 
0.00 
0.00 
0.00 

0.00 
5.00 
10.00 

0.00 

1.54 
0.00 
0.00 
0.00 
0.00 

0.00 
2.00 
1.43 
1.43 
1.43 
0.00 
0.00 

2.50 
0.00 

8.33 
2.50 
0.00 
2.00 
0.00 

0.00 
0.00 
0.00 
0.00 
3.33 

0.00 
4.50 
10.00 
20.00 
0.00 
0.00 
0.00 
0.00 
0.00 

2.00 

5.00 
5.00 

12.5 
12.5 
12.5 
12.5 
12.5 
12.5 
12.5 
12.5 

3.33 
3.33 

20.00 

10.00 

2.22 
2.22 
2.22 
2.22 
2.22 

2.00 
2.00 
2.00 
2.00 
2.00 
2.00 

3.33 
3.33 

8.33 
8.33 
8.33 
2.00 
6.67 

6.67 
6.67 
6.67 
6.67 
6.67 

6.67 
6.67 
20.00 
20.00 
20.00 
20.00 
20.00 
20.00 
6.67 

0.00 

3.33 
0.00 

0.00 
4.00 
4.00 
0.00 
4.00 
0.00 
0.00 
0.00 

0.00 
5.00 
10.00 

0.00 

1.54 
0.00 
0.00 
0.00 
0.00 

0.00 
2.00 
1.43 
1.43 
1.43 
0.00 
0.00 

2.50 
0.00 

8.33 
2.50 
0.00 
2.00 
6.67 

0.00 
0.00 
0.00 
0.00 
3.33 

0.00 
4.50 
10.00 
20.00 
0.00 
0.00 
0.00 
0.00 
0.00 



EPCOR Water Arizona Inc. - Tubac Water District 
Docket No. WS-O1303A-14-0010 
December 31,2014 
Page 13 

341 
341000 
341100 
341200 
341300 
341400 

342 342000 
343 343000 
344 344000 
345 345000 
346 

346000 
346100 
346190 
346200 
346300 

347 347000 

Transportation Equipment 
Transportation Equipment - General Plant 
Transportation Equipment - Lght  Duty Trucks 
Transportation Equipment - Heavy Duty Trucks 
Transportation Equipment - Autos 
Transportation Equipment - Other 

Stores Equipment 
Tools, Shop & Garage Equipment 

Laboratow EauiDment 
Power Onerated EauiDment 
Communication Equipment 

Communication Equipment - General Plant 
Communication Equipment - Non-Telephone 
Remote Control & Instrument 
Communication Equipment - Telephone 
Communication Equipment - Other 

Miscellaneous EauiDment 

20.00 20.00 
15.00 

16.67 0.00 

20.00 
20.00 
20.00 
20.00 
20.00 

0.00 
20.00 
0.00 
0.00 
0.00 

3.59 0.00 4.00 0.00 
3.59 4.00 5.00 4.00 
0.00 4.00 10.00 4.00 
4.64 0.00 5.00 0.00 

0.00 0.00 10.00 0.00 
5.03 10.00 10.00 10.00 
0.00 10.00 10.00 10.00 
0.00 10.00 10.00 10.00 
4.93 I 10.00 I 10.00 I 10.00 
0.00 6.25 10.00 I 6.25 

I. OTHER ISSUES 

(I) Service Line and Meter Installation CbargeJ. 

EWAZ did not propose any changes to the District’s existing service h e  and meter 
installation  charge^.^ The proposed charges are refundable advances, and are similar to the Staffs 
typical range of charges for service line and meter installations. Since the District may at times 
install meters on existing service lines, it would be appropriate for some customers to only be 
charged for the meter installation. 

Staff has no objections to the continued use of the currently authorized meter and service 
installation charges, as proposed by EWAZ, and recommends the charges listed under “Staffs 
Recommendations” in Table G be adopted. 

The Company’s current charges were approved in Decision No. 73 145, effective May 1,2012. 
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Company Current/ Proposed 

Mcter size ~~~1 Line Charge Charge 

Table G. Service Line and Meter Installation Charges - Tubac Water District 

Staff‘s Recommendations 

k;erviceIine Charge Charge ~ e c a  Total Charge 

~ $550 
$830 
$830 
ICB* 
ICB* 
ICB* 
ICB* 

ICB* 

$525 $1,075 
$1,045 $1,875 
$1,890 2,720 
ICB* ICB* 
ICB* ICB* ICB* ICB* ICB* 
ICB* ICB* ICB* ICB* ICB* 
ICB* ICB* ICB* ICB* ICB* 
ICB* ICB* ICB* ICB* ICB* 

11 5/8 x 3/4-inch 1$445 1 $155 II $600 $445 ~ $155 $600 

3/4-inch $445 $255 $700 
11 1-inch $445 

$550 

$315 

$525 

$810 

$1.075 
11 2-inch Turbine $830 $1,045 $1.875 

$830 $1,890 $2,720 
ICB* ICB* ICB* 

3-inch Compound 

ICB* I ICB* 11 ICB* 11 ICB* 11 ICB* 1 ICB* 
ICB* ICB* 11 ICB* 11 ICB* 11 ICB* 11 ICB* 

lal Cost. 
- 
h ICB* Indtcates Individual Case Basis at Ac 

(2) Czlrfaiment T a n f  

The District has an approved Curtahent  Tariff on file with the Commission. This tariff 
became effective October 24,2007. 

(3) Cmss-Connection/ BackJow Prevention Tanf 

The District has an approved Cross-Connection/Backflow Prevention Tariff on file with the 
Commission. This tariff became effective June 16,2013. 

(4) Best Management Practices (“BMP’? T a n f  

The District has ten (10) BMP’s on file with the Commission. The BMP tariff became 
effective January 20,2012. 

EWAZ filed a proposed change to the Meter Repair and/or Replacement Tariff (BMP 4.2). 
In the proposed change, EWAZ requested that paragraph 3 of the BMP tariff, which refers to the 
inspection of meters, be modified such that pulling a meter for inspection would no longer be 
required and therefore be stricken from the tariff. Staff concludes that the request to modify BMP 
4.2 is appropriate and relevant. Staff recommends approval of the modification in BMP 4.2, 
attached hereto as Attachment 1. 
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(5) Tubac Water District Post Test Year Plant Additions - Post-Test Year Investment Pmjects (‘ Ps’J  Used 
and Usful @ub 2 103 -June 30,20 14) 

EWAZ has not requested any District Post-Test Year Capital Investment Projects (“IPS”) be 
included as Post-Test Year Plant AdQtions. 

(6) Arsenic Removal Fadig Vessel Media Cost Recovery 

EWAZ is requesting recovery of costs associated with deferred and on-going media 
replacement costs in ARF Vessels No. 1 and No. 2. MeQa was replaced in Vessel No. 1 in July 2012 
at a cost of $55,412, and replaced in Vessel No. 2 in July of 2013 at a cost of $46,300. Total media 
replacement costs for the two vessels amounted to $101,712. Staff concludes these costs are 
appropriate and reasonable. 



EPCOR Water Arizona Inc. - Tubac Water District 
Docket No. WS-O1303A-14-0010 
December 31,2014 
Page 16 

FIGURES 



u 
a, U 

6 

I 



EPCOR Water Arizona Inc. - Tubac Water District 
Docket No. WS-O1303A-14-0010 
December 31,2014 
Page 18 

EPCOR Water Arizona, Inc. (Tubac) 

Santa Cruz County 

FIGURE 2 - CERTIFICATED AREA 
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50,000 gallon Storage Tank, 
Pamally buned (approxlmately 7’ 
m ground) 

EPCOR Water Arizona, Inc. - Tubac Water District 
(PWS # 04-12-001) 

- 

Well #4 (drilled in 1983) 

650’ deep, 16” casing 

Well #4 Site 
NaOCl Injection DWR # 5-505043 

A 125 KVA on-site Generator 

Pressure 5,000 gallon Tank \cy 
4” Pressure Regulator 

8” meter 

57- 
Turbine Pump 
175-HP, 500mm) 

+ Customers in Zone 2 
Water from Well #3 - 

12-31-14 

ToARF 

Palo Parado Booster Pump Station 

Two 5-HP Booster Pumps 

~ ~ ~ ~ ~ ~ _ _ _ _ _ _ _  

FIGURE 3A 

TUBAC WATER DISTRICT - TUBAC WATER SYSTEM (PWS NO. 04-12-001) 
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EPCOR Water Arizona, Inc. - Tubac Water District 
(PWS # 04-12-001) 

Well #3 (drilled in 1965) NaOCl qechon Well #3 Site 
DWR # 55-604371 
140' deep, 12" casing 

5,000 gallon I ';> Pressure Tank 

4" meter 

Turbine Pump 
(40-HP, 3OOmm) 

Well #Z(drilled in 1965) 
DER # 55-604370,25 hp, 
204' deep, 12" casing, 

Well #2 Site 
located in the Golf Course (Inactive Well) 

Pressure tank 

Turbine Pump 
(180 gpm, 25-HP) 

Two Sand Separators 

Well #1 in downtown of Tubac 
Has been abandoned due to effluent from septic 
Tank containments 

12-31-14 

To Distribution and the Palo Parado 
Booster Pump Station 

Disconnected from the Water System 

FIGURE 3B 

TUBAC WATER DISTRICT - TUBAC WATER SYSTEM (PWS NO. 04-12-001) 
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12-31-14 
EPCOR Water Arizona, Inc. - Tubac Water Systems 

(PWS # 04-12-001) 

Well #5 (DWR # 55-632901) 
dnlledm 1977,302’weN depth, 

500 gpm, 12” casmg, 75-hp 

1 
0 

Well No. 5 and Arsenic Removal Facility 

Water from Well No. 4 

To Distribution I 

FIGURE 3C 

TUBAC WATER DISTRICT - TUBAC WATER SYSTEM (PWS NO. 04-12-001) 
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Tubac Water District - Actual and Projected Growth 
2008 through 2019 

640 , 

560 I I r I i 3 I I I 

570 

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 

Years 

I 

FIGURE 5 - SUN CITY WATER DISTRICT ACTUAL & PROJECTED GROWTH 
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ATTACHMENT 1 

Meter Repair and/or Replacement Tariff - BMP 4.2 

PURPOSE 

A program for the Company to systematically assess all in-service water meters (including 
Company production meters) in its water service area to identify under-registering meters for 
repair or replacement (Modified Non-Per Capita Conservation Program Best Management 
Practice Category 4: Physical System Evaluation and Improvement 4.2 Meter Repair and/or 
Replacement Program). 

REOUIREMENTS 

The requirements of this tariff are governed by Rules of the Arizona Corporation Commission 
and were adapted from the Arizona Department of Water Resources’ Required Public Education 
Program and Best Management Practices in the Modified Non-Per Capita Conservation Program. 

1. On a systematic basis, the Company will inspect 100 percent of its 1-inch and smaller in- 
service water meters at least once every ten years for one of the following reasons 
(whichever occurs first) : 

a. A meter reading complaint is filed with the Company by a customer or Arizona 
Corporation Commission Staff, 

b. A meter has registered 1,000,000 gallons of usage, 
c. A meter has been in service for ten years. 

2. Meters larger than 1-inch shall be inspected for one of the following reasons: 
a. A meter reading complaint is filed with the Company by a customer or Arizona 

Corporation Commission Staff, 
b. A meter has been in service for five years. 

3. The inspection will be accomplished by having a Company Technician physically inspect 
each meter and its fittings for leaks, registers which may have become loose or are not 
properly attached to the meter and could be under-registering or other broken parts 
which need repair. I n  addition, meters shall be randomly selected for flow testing to 
identify potentially under-registering meters. 

4. The Company shall also replace or reprogram any water meters that do not register in 
gallons. Upon the effective date of this tariff, the Company shall install all replacement 
meters with new: 

a. l-inch and smaller meters that register in 1 gallon increments, 
b. 1-1/2-inch through 4-inch meters that register in 10 gallon increments, and 
c. 6-inch and larger meters that register in 100 gallon increments. 

5. The Company shall keep records of all inspected and replacement meters and make this 
information available to the Commission upon request. 
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ENGINEERING REPORT FOR 
EPCOR Water Arizona, Inc. 
Mohave Wastewater District 

Docket No. WS-Ol303A-14-0010 (Rates) 

By Michael Thompson, P. E. 

January 5,2015 

EXECUTIVE SUMMARY 

CONCLUSIONS 

1. The Arizona Corporation Commission (“ACC” or “Commission”) Udties Division Staff 
(“Uthties Staff’ or “Staff’) concludes that the Mohave Wastewater District (“Mohave 
Wastewater” or “District”) wastewater systems have adequate capacity to serve the present 
customer base and any reasonable growth. 

2. According to the Arizona Department of Environmental Quality (“ADEQ) Compliance 
Status Reports (“CSRs”), dated August 5, 2014, ADEQ has determined that the District’s 
Wastewater Treatment Plants (“WWTP”) are currently in compliance. 

3.  According to the Commissions Utilities Division Compliance Section database the District 
currently has no delinquent Commission compliance items. 

4. EPCOR Water Arizona, Inc. (“EWAZ”) has not requested any District Post-Test Year 
Capital Investment Projects (“IPS”) be included as Post Test Year Plant Additions. 

RECOMMENDATIONS 

1. Staff recommends an annual wastewater testing expense, for the District, of $11,889 be used 
for the purposes of h s  application. 

2. Staff recommends the depreciation rates listed under “Staffs Recommended Rates” in Table 
G be adopted. 
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A. INTRODUCTION AND LOCATION OF COMPANY 

On March 7, 2014, EPCOR Arizona Water Company, Inc. (“EWAZ” or “Company”) filed 
an application with the Arizona Corporation Commission (“ACC” or “Commission”) for approval of 
a rate increase in pocket  No. WS-O1303A-14-0010) for its Mohave Wastewater District (“Mohave 
Wastewater” or “District”). Mohave Wastewater’s current rates were approved in Commission 
Decision No. 71410, dated December 8,2009. 

The District provides public utility wastewater service to two (2) separate areas, the Arizona 
Gateway and Fort Mohave service areas. The Arizona Gateway service area, covering approximately 
179 acres (0.28 square miles), is located approximately 12 d e s  north of Lake Havasu City at the 
intersection of Bghway 95 and Interstate 40. The Fort Mohave service area, covering approximately 
2,363 acres (3.69 square miles), is located approximately 10 d e s  south of Bullhead City. The 
District serves approximately 1,425 connections’ in its Certificate of Convenience and Necessity 
(“CC&N”) service areas. The location of the District’s two (2) wastewater systems and the area 
covered by its CC&N are shown in Figures 1 and 2, respectively. The original CC&N area was 
transferred from Arizona-American Water Company to EWAZ in Commission Decision No. 72668 
dated November 17,2011. 

B. DESCRIPTION OF THE WASTEWATER SYSTEMS’ 

The District owns and operates two (2) wastewater treatment plants (‘WWTP”). The Fort 
Mohave service area is served by the Wishing Well WWTP, and the Arizona Gateway service area is 
served by the Arizona Gateway m. Both facilities were visited on June 24, 2014, by Staff 
member Michael Thompson. Mr. Thompson was accompanied by Teresa Hunsaker (Staff Public 
Udties Analyst III), Mr. Jeffrey Stuck (EWAZ Director of Operation, Eastern Division), Mr. Roland 
Tanner (EWAZ Manager, Rates & Regulation), and Mr. David Evans (EWAZ Operations Manager, 
Mohave Water District). Mr. Evans is responsible for the day-to-day operations of the District, and is 
also the lead certified operator of rec01-d.~ Mr. Evans currently supervises twenty one (21) employees, 
which includes customer service and field operations. 

( I )  Acixona Gatewq Wastewater Syystem 

The Arizona Gateway WWTP is a 112,000 gallon per day (“GPD”) extended aeration plant, 
manufactured by Santec Corporation, that serves a collection system for an undeveloped subdivision 
(currently no homes/residents) and a commercial development block which includes a truck stop, 
fast food chains, gas station, and storage facfity. The underground-treatment plant consists of a flow 
equalrzation basin, aeration reactors, a clarifier, a sludge holding tank, and a chlorine contact 

1 Per water use data submitted with the application. 

Direct Testimony of Jeff Stuck, dated March 7,2014,3) Information contained in the Company’s Response to Staff Data Requests and, 
4) Information collected during Staffs site visit. Check other footnotes should all be the same. 
3 Mr. Evans is certified with the h o n a  Department of Environmental Quality (“ADEQ’) as a Grade 4 Water Distribution System 
Operator, a Grade 4 Treatment Plant Operator, a Grade 4 Wastewater Treatment Plant Operator, and a Grade 4 Wastewater 
Collection System Operator. ADEQ Operator Identification No. OP000655, expiration date April 30,2017. 

The description of the water systems is based on one, or a combination of, the following sources: 1) Company’s Application, 2) 
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Lift Station 

(hP) 
Pump Horsepower Wet Well Capacity Location Quant~ty of Pumps Pump C3pacity (gpm)l (nrm) 

chamber. Treated effluent is disposed of into a two (2) cell unlined evaporation pond located within 
the treatment plant site. Currently, the WWTP is serving only 8 connections which include the truck 
stop, fast food chains, gas stations, and storage facility. 

wwTP 

The in-service plant facilities &e., tanks, pumps, and visible pipe) appeared to be in proper 
worktng order, properly maintained, and in excellent condition. Staff did not observe any leaks at the 
plant fachties, or in the collection system. 

1 1.4 70 N/A 

Detailed listings of the plant facilities are included in Table A. A schematic of the wastewater 
treatment plant is illustrated in Figure 3A. 

Diameter 

Table A. Arizona Gateway Wastewater System Plant Facilities Summary 

Material Lengrh (feet) 

8-inch 

15-inch 

various 2,019 

various 150 

Total 2,169 

Diameter Xhterial Length (feet) 

6-inch PVC 16 

*J?C 

(2) Wishing Wed Wastewater System 

Quantity 

The Fort Mohave area is served by the Wishmg Well WWTP. The WWTP is a 400,000 gpd 
extended aeration treatment plant.' The treatment process consists of the headworks whch includes 
a gnt basin and fine screen, Parshall flume meter, aeration and anoxic basins with nitrification and 
denitrification capacity, clarifiers, multi-media filters, sludge digester and sludge press (dewatering 
unit), and a chlorine contact basin. 

Standard 37 
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Pump Horsepower 
(hP) 

Location Quantity of Pumps 

The WWTP was originally designed to treat an influent capacity of 250,000 gpd and produce 
Class B quality treated effluent. In 2008, the plant capacity was increased to 500,000 gpd to 
accommodate increased flow received from the service area due to increased growth. The treated 
effluent from the WWTP was delivered to the Desert Lakes Golf Course for irrigation of the golf 
course. 

Pump Capacity Wet Well Capacity 
m 

In June of 2012, Desert Lakes Golf Course notified and cancelled its effluent agreement with 
the District. Ths prompted the District to identify other potential customers to purchase the WWTP 
effluent. Buena Vista Homeowners Association (“BVHA”) representing a tract of homes that 
surrounds a manmade lake known as Lakes at Los Lagos, and adjacent to the WWTP, agreed to 
utilize the WWTP effluent for the lakes. However, in order for BVHA to switch from groundwater, 
effluent from the WWTP had to be upgraded from Class B quality to Class A+ quality. In order to 
produce Class A+ quality effluent, operational modhcations were made to the WWTP. Additionally, 
a 6-inch force main was constructed to deliver the effluent from the WWTP to the lakes. The 
operational modifications resulted in a reduction of the WWTP capacity from 500,000 gpd to 
400,000 gpd. The operational capacity and treatment capability (A+ effluent requirements) are 
reflected in the WWTP’s Arizona Department of Environmental Quality (“ADEQ’) Aquifer 
Protection Permit (“APP”) No. 102181. 

Lago Cove 

Greens @ Los Lagos 

The in-service plant facilities (i.e., tanks, pumps, and visible pipe) appeared to be in proper 
working order, properly maintained, and in excellent condition. Staff did not observe any leaks at the 
plant facilities, or in the collection system. 

2 3 17 1,000 

2 15 326 4,650 

Detailed listings of the plant facihties are included in Table B. A schematic of the wastewater 
treatment plant is illustrated in Figure 3B. 

Diameter Material 

Table B. Wishing Well Wastewater System Plant Facilities Summary 

Length (feet) 

6-inch 

8-inch 

10-inch 

11 MountainViewDrive I 2 I 7.5 I 114 I 2,100 II 

various 6,458 

various 118,325 

various 1,712 

Total 132,570 

II 15-inch I various I 6,075 
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Diamcter Mated  Length (feet) 

4-inch 

6-inch 

II %inch I PVC I 2 

PVC 3,210 

PVC 8,157 

Total 11,367 

C. WASTEWATER USE4 

'I'Jpe 

(1) Arixona Gatewy WaJtewater Flows 

Quantity Quantity 

Figure 4A represents the wastewater flow data, in graphical form, for wastewater flow to the 
Arizona Gateway WWTP during the 12 month period for the test year, July 2012 through June 2013. 
Customer wastewater flow included a ?cugh monthly flow of 1,024 gpd per connection (8 connections) 
in May 2013, and a low flow of 867 gpd per connection (8 connections) in December 2012. The 
average daily wastewater flow during the twelve-month period was approximately 951 gpd per 
connection. The District reported 2,777,000 gallons of wastewater discharged to the treatment plant 
during the test year. 

Standard 

(2) Wishing Well Wastewater Flows 

501 24 I 

Figure 4B represents the wastewater flow data, in graphical form, for wastewater flow to the 
Wishing Well WWTP during the 12 month period for the test year, July 2012 through June 2013. 
Customer wastewater flow included a hgh monthly flow of 160 gpd per connection (1,455 
connections) in February 2013, and a low flow of 133 gpd per connection (1,417 connections) in June 
2013. The average daily wastewater flow during the twelve-month period was approximately 151 gpd 
per connection. The District reported 78,344,000 gallons of wastewater discharged to the treatment 
plant during the test year. 

_ _ _ _ ~ ~  

Wastewater flows during the test year are based on the monthly data from the wastewater treatment plant meter reads as 
submitted in the EWAZ Rate Application. 
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2009 
2010 
2011 

D. GROWTH5 

1,340 eCIS 
1,387 eCIS 
1.403 eCIS 

Table C and Figure 5 show the District’s customer growth based on service connection data 
contained in the EWAZ Enterprise Customer Information System (“eCIS”) data base. Accordingly, 
Table C and Figure 5 indxate that the District experienced positive growth from 2008 through 2013, 
with a net gain of 181 customers (14.3 percent increase). 

2012 
2013 
2014 

With respect to future growth, EWAZ is projecting a positive trend in growth from 2014 
through 2019. The EWAZ growth projections, which are updated each year in April, are based on 
data obtained from the eCIS data base, local economists, and local developers. In general, EWAZ is 
projecting the District’s growth to increase a total of 5.25 percent (projected gain of 76 customers) 
from 201 3 through 201 9. 

1,447 eCIS 
1,447 eCIS 
1,503 Projected 

Table C. Mohave Water District Actual and Projected Growth 

2015 1,511 Projected 
2016 1,516 Projected 
2017 1,519 Projected 

E. ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY (“ADEQ) 
COMPLIANCE 

2018 1,521 Projected 

( I )  Arixona Gatewq Compliance Statu.r 

I 

ADEQ inspected the Arizona Gateway wastewater system on March 13, 2009. During the 
inspection no major deficiencies were found in the operation, maintenance, or certified operator 
status of the wastewater system. 

2019 

ADEQ regulates the Arizona Gateway wastewater system under APP Inventory No. 105010, 
and APP No. 36949 issued on Apnl23,2007. According to ADEQ Wastewater Compliance Status 
Report (“CSR”), dated August 5, 2014, ADEQ has determined that the Arizona Gateway WWTP is 
currently in compliance. 

Staffs historical growth figures are based on the data reported by EWAZ from its Enterprise Customer Information System 
(“eCIS’) data base. Projected growth figures are based on EWAZ projections from its eCIS data base, local economists, and local 
developers. 

1,523 Projected 
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(2) Wishing Wel Compliance Statim 

ADEQ inspected the Wishing Well wastewater system on March 13, 2009. During the 
inspection no major deficiencies were found in the operation, maintenance, or certified operator 
status of the wastewater system. 

ADEQ regulates the Wishing Well wastewater system under APP Inventory No. 1021 81 , and 
APP No. 56330 issued on September 7,2012. According to ADEQ Wastewater Compliance Status 
Report (“CSR), dated August 5, 2014, ADEQ has determined that the Arizona Gateway WWTP is 
currently in compliance. 

(3) Wastewater Monitoring and Testing Expenses 

District wastewater sampling for monitoring and testing is divided into two (2) categories, 
Compliance Analysis and Process Analysis. Compliance sampling is conducted, as required by 
ADEQ, on influent (untreated wastewater), hshed/txeated wastewater (effluent), and wastewater in 
the collection system. Process sampling is conducted on effluent, and at various stages of a treatment 
process. Process samphg essentially provides timely data to 1) ensure that a Plant is operating as 
expected in producing effluent that meets regulatory limits; 2) adjust plant operations based on 
changes to influent and effluent quality; and, 3) adjust chemical additions (volume and type). 

a) Arixona Gatewy Wastewater System 

The District proposed a total of $2,282 for the Arizona Gateway wastewater system 
annual wastewater testing expense. Table D represents the monitoring and testing 
expenses that were reviewed, evaluated, and recalculated by Staff. The estimated 
annual wastewater testing expense for the Arizona Gateway wastewater system was 
determined to be $2,282. Staff recommends, for the District, an annual wastewater 
testing expense of $2,282, as tabulated in Table D, be used for the purposes of this 
application. 
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Table D. Wastewater Monitoring & Testing Costs - Arizona Gateway Wastewater System 

Annual Costs Quantity of Tests Cost per 
Compliance Analysis Testing Cost pcr Test per Three Year Three Year 

Period P e l i d  
Fecal Coliform II F 18.00 11 36 $ 648.20 11 f 216.00 

Total Nitrogen II S 59.00 11 36 $ 2,124.00 11 f 708.00 

$ 172.80 11 f 57.60 

$ 172.80 11 f 57.60 

Barium 

Berylhum 

$ 168.00 1 f 56.00 

F 108.00 11 $ 36.00 Chromium 

Lead S 168.00 11 f 56.00 

Nickel II F 9.00 11 12 S 108.00 11 f 36.00 

$ 172.80 1) f 57.60 

$ 168.00 I f 56.00 

f 1,920.00 f 640.00 

Thallium $ 14.00 12 

Method 624 Volatile Organic Compounds (VOC’s) f 160.00 12 

12 I f 16.00 11 Fluoride f 192.00 11 96 64.00 

Cvanide (as free) 11 $ 41.00 11 12 

f 3,600.00 8 1,200.00 3 l  Method 625 Synthetic Organic Compounds (SOC’s) f 300.00 12 

Mercury by 245.1 f 32.00 I 12 

ICP/MS Dlgest Ut 16.00 1 12 f 192.00 46 64.00 

Total Annual Wastewater Testing Costs $ 2,282.00 
TTHM means Total Trihalomethanes. 

b) Wishing Well Wastewater SyJteem 

The District proposed a total of $9,607 for the Wishing Well wastewater system 
annual wastewater testing expenses. The monitoring and testing expenses that were 
reviewed, evaluated, and recalculated by Staff are represented in Table E. The 
estimated annual wastewater testing expense for the Wishing Well wastewater system 
was determined to be $9,607. Staff recommends, for the District, an annual 
wastewater expense of $9,607, as tabulated in Table E, be used for the purposes of 
this application. 
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Compliance Analysis Testing 

Table E. Wastewater Monitoring & Testing Costs -Wishing Well Wastewater System 

Annual costs 
Quantity of Tests Cost per 

Cost per  Test per Three Year Three Year 
Period Period _____ 

Process Analysis Testing 
Quantity of Tests Cost Per 

Cost per T e s t  per  Three Year Three Year Annual Costs 
Period Period 

Total Nitrogen 

T T H M ' S '  

Biologcal Oxygen Demands (BODS) 

Total Suspended Solids 

c) Mohave Wastewater District 

$ 59.00 18 $ 1,062 354.00 

$ 90.00 12 $ 1,080 $ 360.00 

s 30.00 60 $ 1,800 $ 600.00 

F 12.00 60 $ 720 $ 240.00 

The District proposed a total of $11,889 for wastewater testing expenses. The 
combined monitoring and testing expenses of the District, expressed in Table F, 
totals $11,889. Staff recommends an annual wastewater testing expense, for the 
District, of $1 1,889 be used for the purposes of this application. 

Total Annual Wastewater Testing Costs $ 9,607.00 
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Mohave Wastewater District Wastewater Systems 

Table F. Wastewater Monitoring & Testing Costs - Mohave Wastewater District 

Costs Per Three Year Period 

~~ ~ 

Wishmg Well 

Total Wastewater Testing Costs 

11 Arizona Gatewav II $6,845 II $2.282 II 
$28,821 $9,607 

$35,666 $11,889 

F. ARIZONA CORPORATION COMMISSION COMPLIANCE 

A check of the Utilities Division Compliance Section database showed that there are no 
delinquent Commission compliance items for District.‘ 

G. DEPRECIATION RATES 

EWAZ proposed only a few changes to the current District depreciation rates, which are 
shown in the District’s Proposed Rates column in Table G. Staff recommends the depreciation rates 
listed under “Staffs Recommended Rates” in Table G be adopted. 

Table G. Depreciation Rate Table - Mohave Wastewater District 

NARUC EWAZ District District Staff St& 
Account Account Depreciable Plant Current Proposed Typical Recommended 
Numbers Numbers Rates (YO) Rates C/O) Rates C/O) Ratc (“h) 

304 
304500 
304620 

334 334100 
339 339600 
340 

340100 
340200 
340300 

344 344000 

346190 
346200 
346300 
347000 
351000 
352000 
353200 

354200 
354 

Structures & Improvements 
Structures & Improvements - General 
Structures & Improvements - Leasehold 

0.00 2.50 3.33 2.50 
0.00 2.50 3.33 2.50 

Meters 0.00 8.33 8.33 8.33 
Other Plant & Miscellaneous Equipment - CPS I 0.00 3.33 6.67 3.33 

Office Furniture & Equipment 

Per Compliance Section email, dated August 8,2014. 



EPCOR Water Arizona Inc. - Mohave Wastewater District 
Docket No. WS-01303A-14-0010 
January 5,2015 
Page 13 

0.00 
2.00 
0.00 

0.00 
2.00 
0.00 

3.33 
3.33 
3.33 

0.00 
2.80 
0.00 

Structures & Improvements 
Structures & Improvements - Treatment 
Structures & Improvements 

Power Generation Equipment 
Power Generation Equipment 
Power Generation Equipment 
Power Generation Equipment - Treatment 
Power Generation Equipment - RWIT 

354300 
354400 
354500 

5.00 
5.00 
5.00 
5.00 

0.00 
0.00 
2.00 
0.00 

355 
355000 
355300 
355400 
355500 

5.00 
0.00 
0.00 
0.00 

0.00 
0.00 
2.00 
0.00 

2.00 1.43 1.43 2.00 Collection Sewers - Force Mains 
Collection Sewers - Gravity 

Collection Sewers - Gravity 
WW Collecting Mains 

360000 360 
361 

0.00 
2.00 

0.00 
1.43 

2.00 
2.00 

0.00 
1.43 

361000 
361100 

3.33 2.00 3.33 Special Collection Structures 
Sewer Services to Customers 

2.00 
2.04 
10.00 
5.00 
5.00 

0.00 
5.42 
0.00 

0.00 
0.00 

362000 
363000 

362 
363 
364 

2.00 
10.00 
10.00 
3.33 

12.50 
12.50 
12.50 

2.50 
2.50 

5.00 
5.00 

2.00 
6.67 
0.00 
0.00 

0.00 
5.00 
0.00 

2.00 
6.67 Flow Measuring Devices 

Flow Measuring Installations 
Receiving. Well 

364000 
365000 
370000 

0.00 
0.00 

0.00 
5.00 
0.00 

0.00 

365 
370 
371 Pumping Equipment 

Pumping Equipment 
Pumping Equipment - Electric 
Pumping Equipment - Other Power 

Reuse Distribution Reservoir 
Reuse Transmission and Distribution Svstem 

371000 
371100 
371200 

0.00 
0.00 

5.00 
5.00 

374000 
375000 

374 
375 
380 

0.00 
Treatment & Disposal Equipment 

Treatment & Disposal Equipment 
Treatment & Disposal Equipment - Grit Removal 
Treatment & Disposal Equipment - Sedimentation 
tanks/ACC 
Treatment & Disposal Equipment 
Treatment & Disposal Equipment - Sludge 
Dry/Filter 
Treatment & Disposal Equipment 
Treatment & Disposal Equipment - Treatment Plant 
Treatment & Disposal Equipment - Other disposal 
Treatment & Disposal Equipment - General 
Treatment 
Treatment & Disposal Equipment 

0.00 
0.00 

5.00 
5.00 

380000 
380050 
380100 

3.60 
0.00 

5.00 
0.00 

5.00 
5.00 

5.00 
0.00 380200 

380300 
5.00 
0.00 

5.00 
0.00 

5.00 
5.00 

5.00 
0.00 380400 

380500 
5.00 
5.00 

5.00 
5.00 

5.00 
5.00 

5.00 
5.00 380600 

380625 
5.00 
0.00 

5.00 
5.00 

5.00 
0.00 

0.00 
n.nn 380650 

381000 Plant Sewers 5.00 0.00 
0.00 

0.00 
0.00 

5.00 
3.33 

381 
382000 Outfall Sewer Lines 

WW Other Plant & Miscellaneous Equipment 
Other Plant & Wscellaneous Equipment 
Other Plant & Mmellaneous Equipment - CPS 

Office Furniture 
Computers 
Comnuter Software 

Office Furniture & Equipment 

4.00 

6.67 
0.00 

6.67 
0.00 
0.00 
15.00 

382 
389 

390 

389100 
389600 

6.67 
6.67 

0.00 
0.00 

0.00 
0.00 

0.00 
10.00 
0.00 
0.00 
0.00 

390000 
390200 
390300 

6.67 
10.00 

0.00 
10.00 

10.00 
20.00 
4.00 

0.00 
n on Transportation Equipment 

Stores Equipment 
Tools, Shop, Garage Equipment 

Laboratory Equipment 
Power herated EauiDment 

391000 
392000 
393000 

391 
392 
393 

4.00 0.00 
5.00 
10.00 

4.00 
4.00 

4.47 
3.71 

4.00 
4.00 394000 

N/A 
396000 

394 
395 
396 

5.00 5.00 5.00 
10.00 

5.00 
i n  zn 10.00 10.00 Communication Equipment 
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H. OTHER ISSUES 

(I) Mohave Wastewater District Post Test Year Plant Additions - Post Test Year Investment Projects (‘TPs’J 
Used and Usejd flub 2 103 - June 30,ZO 14) 

EWAZ has not requested any District Post-Test Year Capital Investment Projects 
(“IPS”) be included as Post-Test Year Plant Addtions. 
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FIGURES 
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GOLDEN SHORES h- * 

FIGURE 1 - MOHAVE COUNTY M A P  
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EPCOR Water Arizona, Inc. - Mohave Wastewater District - AZ Gateway WWTP 
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t 5 I 1 On-site generator 
188 KVA, 140 KW 

, Dry sludge disposed in landfdl m 
Two 90' x 90' I( 3' 
Erapomansporatlon Ponds AZ Gateway WWTP Site 

1-5-15 

FIGURE 3A 

MOHAVE WASTEWATER DISTRICT -ARIZONA GATEWAY WASTEWATER 
TREATMENT PLANT 
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1-5-15 

EPCOR Water Arizona, Inc. - Mohave Wastewater District - Wishing Well WWTP 
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FIGURE 3B 

MOHAVE WASTEWATER DISTRICT - WISHING WELL WASTEWATER TREATMENT 
PLANT 
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EPCOR Water Arizona, Inc. 
Arizona Gateway Wastewater System 
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EPCOR Water Arizona, Inc. 
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Mohave Wastewater District - Actual and Projected Growth 
2008 through 2019 
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FIGURE 5 - MOHAVE WASTEWATER DISTRICT ACTUAL & PROJECTED GROWTH 
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EXECUTIVE SUMMARY 
EPCOR WATER ARIZONA, INC. 
DOCKET NO. WS-Ol303A-14-0010 

The direct testimony of Staff witness John A. Cassidy addresses the following issues: 

Caoital Structure - For four EPCOR Water Arizona, Inc. (“Company”) districts (Mohave Water, 
Mohave Wastewater, Paradise Valley Water and Sun City Water) in this proceeding, Staff 
recommends that the Commission adopt a capital structure consisting of 59.76 percent debt and 
40.24 percent equity. For the Tubac Water &strict, Staff recommends that the Commission adopt a 
capital structure consisting of 58.53 percent debt and 41.47 percent equity. 

Cost of EquitV - Staff recommends that the Commission adopt a 9.5 percent cost of equity for the 
Company. Staffs estimated cost of equity for the Company is based on the 8.9 percent average of 
its discounted cash flow method (“DCF”) cost of equity methodology estimates for the sample 
companies of 8.6 percent for the constant-growth DCF model and 9.2 percent for the multi-stage 
DCF model. Staffs recommended cost of equity includes an upward economic assessment 
adjustment of 60 basis points (0.6 percent). 

Cost of Debt - Staff recommends that the Commission adopt a 4.3 percent cost of debt for the 
Mohave Water, Mohave Wastewater, Paradise Valley Water and Sun City Water districts, and a 4.0 
percent cost of debt for the Tubac Water &strict. 

Overall Rate of Return - Staff recommends that the Commission adopt a 6.4 percent overall rate of 
return for the Mohave Water, Mohave Wastewater, Paradise Valley Water and Sun City Water 
districts, and a 6.2 percent overall rate of return for the Tubac Water district. 

Ms. Ahern’s Testimonv - The Commission should reject the Company’s proposed 10.7 percent 
return on equity (“ROE”) for the following reasons: 

Ms. Ahern’s primary cost of equity estimation model is the Predictive Risk Premium ModelTM 
(‘TRPMTM”), and PRPMTM derived cost of equity metrics permeate her entire analysis. Cost of 
equity estimates obtained from the PRPMTM model overstate the market cost of equity; thus, use of 
PRPMTM derived metrics in M s .  Ahern’s Risk Premium Model using an Adjusted Total Market 
Approach, Capital Asset Pricing Model (“CAPM”) and Empirical Capital Asset Pricing Model 
(“ECAPM”) overstates cost of equity estimates obtained from these models, as well. No weight 
should be given to cost of equity estimates obtained from the PRPMTM model as (i) the critical 
values input into the model have been hardcoded into the excel fie, and (ii) M s .  Ahem makes an 
invalid assumption concerning the date the common stock of at least five of her nine sample 
companies initially became publicly traded. In Ms. Ahern’s CAPM and ECAPM models, use of a 
forecasted risk free rate overstates the cost of equity. In M s .  Ahern’s Risk Premium Model using a 
Total Market Approach, use of a forecasted ‘Aaa’ corporate bond yield overstates the cost of equity. 
Ms. Ahern’s ECAPM cost of equity results should be given no weight, as they are overstated by 
means of an unnecessary and redundant beta adjustment. Ms. Ahern’s proposed 10.7 percent cost 
of equity is inflated by means of a 44 basis point upward credit risk adjustment and a 30 basis point 
upward business risk adjustment. 
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I. INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please state your name, occupation, and business address. 

My name is John A. Cassidy. I am a Public Utilities Analyst employed by the Arizona 

Corporation Commission (“Commission”) in the Uthties Division (“Staff ’). My business 

address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Briefly describe your responsibilities as a Public Utilities Analyst. 

I am responsible for the examination of financial and statistical information included in uallty 

rate applications and other fmancial matters, including studles to estimate the cost of capital 

component in rate Wings used to determine the overall revenue requirement, and for 

preparing written reports, testimonies and schedules to present Staffs recommendations to 

the Commission on these matters. 

Please describe your educational background and professional experience. 

I hold a Bachelor of Arts degree in &story from Arizona State University, a Master of 

Library Science degree from the University of Arizona, and a Master of Business 

Adrrrrmstration degree with an emphasis in Finance from Arizona State University. Whde 

pursuing my MBA degree, I was inducted into Beta Gamma Sigma, the National Business 

Honor Society. I have passed the CPA exam, but opted not to pursue certification. I have 

worked professionally as a librarian, financial consultant and tax auditor and served as Staffs 

cost of capital witness in rate case evidentiary proceedings in my current as well as in a past 

tenure as a Commission employee. 

What is the scope of your testimony in this case? 

My testimony provides Staffs recommended capital structure, cost of debt, cost of equity, 

and overall rate of return (“ROR”) for establishing the revenue requirements for EPCOR 
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Water Arizona, Inc. (“EPCOR,” “EWAZ,” or “Company”) in the Company’s pending rate 

application. 

Q- 
A. 

Please provide a brief description of EPCOR. 

Collectively, EWAZ is a Class “A” public service corporation engaged in providing water and 

wastewater utillty service in several different parts of Arizona, pursuant to Certificates of 

Convenience and Necessity granted by the Commission. During the test year ended June 30, 

2013, the Company served approximately 44,529 water and 1,448 wastewater service 

connections in the districts included in this rate filing.’ 

Summa y of Testimoy and Recommendations 

Q. 
A. 

Briefly summarize how Staffs cost of capital testimony is organized. 

Staffs cost of capital testimony is presented in eleven sections. Section I is this introduction. 

Section I1 discusses the concept of weighted average cost of capital (‘WACC”). Section I11 

presents the concept of capital structure and presents Staffs recommended capital structure 

for EWAZ in this proceeding Section IV presents Staffs cost of debt for the Company. 

Section V dscusses the concepts of cost of equity and risk. Section VI presents the methods 

employed by Staff to estimate EWAZ’s cost of equity. Section VI1 presents the findings of 

Staffs cost of equity analysis. Section VI11 presents Staffs final cost of equity estimates for 

EWAZ. Section X presents Staffs 

comments on the direct testimony of the Company’s witness, Ms. Pauline M. Ahem. Finally, 

Section XI presents Staffs conclusions. 

Section IX presents Staffs ROR recommendation. 

1 Mohave Water District: 16,067 connections; Paradise Valley Water District: 4,862 connections; Sun City Water District: 
23,004 connections; Tubac Water District: 596 connections; and Mohave Wastewater District: 1,448 connections. 
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Q. 
A. 

Q. 
A. 

Have you prepared any exhibits to accompany your testimony? 

Yes. I prepared nine Schedules (JAC-1 to JAC-9), two Exhibits (JAC-A to JAC-B), and nine 

Attachments (Attachment A - Attachment I) which support Staffs cost of capital analysis. 

What is Staffs recommended ROR for EPCOR? 

On a consolidated basis, Staff recommends a 6.4 percent overall ROR for the Company’s 

Mohave Water, Mohave Wastewater, Paradise Valley Water and Sun City Water districts, as 

shown in Schedule JAC-1. Staffs ROR recommendation for these four Qstricts is based on 

the following: (1) a capital structure composed of 59.76 percent debt and 40.24 percent 

equity; (2) a cost of debt of 4.3 percent; and (3) a cost of equity of 9.5 percent, calculated as 

the simple average of the two cost of equity estimates for the sample companies derived from 

Staffs Qscounted cash flow (“DCF‘) estimation methodologies (8.6 percent from Staffs 

constant growth DCF model and 9.2 percent from Staffs multi-stage DCF model), plus the 

adoption of a 60 basis point upward economic assessment adjustment. 

On a standalone basis, Staff recommends a 6.2 percent overall ROR for the Company’s 

Tubac Water &strict, as shown in Schedule JAC-1. Staffs ROR recommendation for &IS 

EWAZ district is based on the following: (1) a capital structure composed of 58.53 percent 

debt and 41.47 percent equity; (2) a cost of debt of 4.0 percent; and (3) a cost of equity of 9.5 

percent, calculated as the simple average of the two cost of equity estimates for the sample 

companies derived from Staffs DCF estimation methodologies (8.6 percent from Staffs 

constant growth DCF model and 9.2 percent from Staffs multi-stage DCF model), plus the 

adoption of a 60 basis point upward economic assessment adjustment. 

Staff continues to develop and analyze the indicated cost of equity estimates derived from the 

two capital asset pricing model (“CAPM7) estimation methodologies historically considered 
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and relied upon by Staff. However, at the present time Staff is recommending that the 

Commission place less emphasis on CAPM results due to the continuing divergence of the 

CAPM-indicated cost of equity results relative to those derived by the DCF model. 

Q. 

A. 

Mr. Cassidy, briefly explain why the cost of equity estimates derived from the CAPM 

have become problematic in today’s economic environment. 

In an effort to recover from the economic recession of 2008, the United States Federal 

Reserve (“The Fed”) initiated a monetary policy intended to stimulate economic growth and 

reduce unemployment by keeping the federal funds rate at a level between 0 to ’A percent.2 

The federal funds rate is the central bank‘s key tool to spur the economy and a low rate is 

thought to encourage spending by making it cheaper to borrow money. In addition, in an 

effort to put downward pressure on longer-term interest rates, the Fed initiated a policy of 

quantitative easing3 wherein the U.S. central bank would purchase U.S. Treasury mortgage- 

backed securities by reinvesting the principal payments from its holdings of agency debt and 

agency mortgage-backed securities, and of rolling over maturing Treasury securities at 

a ~ c t i o n . ~  As a consequence, the low interest rate environment engineered by the Fed has 

compelled investors to seek out higher yields on investment wherever they may be found, 

resulting in the equity markets having recently achieved new all-time highs,5 and forecasted 

2 The federal finds rate is the interest rate charged to banks by the Fed for overnight transfers of finds. 
3 Quantitative easing is an unconventional monetary policy in which a central bank purchases government securities or 
other securities from the market in order to lower interest rates and increase the money supply. Quantitative easing 
increases the money supply by flooding hancial institutions with capital in an effort to promote increased lending and 
liquidity. Quantitative easing is considered when short-term interest rates are at or approaching zero, and does not involve 
the printing of new banknotes. 
4 In a Press Release issued October 29, 2014, the Fed announced that it would conclude its asset purchase program, 
thereby putting an end to its use of quantitative easing @e., adding to its holdings of agency mortgage-backed securities at 
a pre-determined monthly rate) as a monetary policy instrument. In making the announcement, the Fed indicated that 
there had been substantial improvement in the outlook for the labor market since the inception of its current asset 
purchase program effective program, and that it continued to see sufficient strength in the broader economy to support 
ongoing progress toward maximum employment in a context of price stability. The Fed indicated, however, that it would 
maintain its existing policy of reinvesting principal payments from its holdings of agency debt and agency mortgage- 
backed securities in agency mortgage-backed securities and of rolling over maturing Treasury securities at auction. 
@ED: / /www.federalreserve.gov/newsevents/press/monetary/20141029a.htm) 
5 On November 24,2014, the Dow Jones Industrial Average reached a new all-time closing high of 17,817.90, and an all- 
time intra-day high of 17,894.83 on November 21, 2014. Similarly, the SBCP 500 Index reached a new all-time closing 
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dmidend yields continuing to remain at low levels.‘ At present, these factors, in combination 

with one another, have led to unusually low cost of equity estimates being obtained from the 

CAPM model. Accordingly, in Staffs judgment the cost of equity estimates derived from the 

CAPM should not be given their tradtional weighting for purposes of setting rates until such 

time that market conditions change.’ 

EPCOR’s Proposed Overall Rate ofRetzlrn 

Q. 

A. 

Briefly summarize EPCOR’s proposed consolidated capital structure, cost of debt, 

cost of equity, and overall ROR for this proceeding. 

Table 1 summarizes the Company’s proposed consolidated capital structure, cost of debt, 

cost of equity and overall ROR in this proceeding: 

Table 1 

Weighted 
Weight cost cost 

Long-term Debt 59.76% 4.29% 2.56% 
Common Equity 40.24% 10.70% 4.31 ‘/o 
Cost of CaDital/ROR 6.87% 

EWAZ is proposing an overall ROR of 6.87 percent. 

high of 2,069.41 on November 24, 2014, and an aKtime intra-day high of 2,074.21 on November 25, 2014 (Source: 
Yahoo! Finance). 
6 As reported in the Value Line Investment Swuy, Summay e9 Index, the median estimated dividend yield (next 12 months) 
of all dividend paying stocks under its review is currently at 2.0 percent (Value Line, November 28,2014 issue). 
7 Recently, there has been much speculation that the Fed might signal a change in monetary policy, and on the eve of the 
release of the Fed‘s most recent policy statement, many anticipated that the words, “considerable time,” might be 
removed from the pdance  it provides as to when a change in the federal funds rate might take place. In a press release 
issued on December 17,2014, however, these words had not been removed from the gutdance provided by the Fed. 
(hm: / /www.federalre~erve.~0~/newsevents/oress/moneta~/20141217a.htm) 
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11. THE WEIGHTED AVERAGE COST OF CAPITAL 

Briefly explain the cost of capital concept. 

The cost of capital is the opportunity cost of choosing one investment over others with 

equivalent risk. In other words, the cost of capital is the return that stakeholders expect for 

investing their financial resources in a determined business venture over another business 

venture. 

What is the overall cost of capital? 

The cost of capital to a company issuing a variety of securities (i.e., stock and indebtedness) is 

an average of the cost rates on all issued securities adjusted to reflect the relative amounts for 

each security in the company's entire capital structure. Thus, the overall cost of capital to a 

firm is its weighted average cost of capital ("WACC'). 

How is the WACC calculated? 

The WACC is calculated by adding the weighted expected returns of a firm's securities. The 

WACC formula is: 

Equation 1. 

WACC = 1 w i * r i  

n 

i = l  

In this equation, W, is the weight given to the i" security (the proportion of the i" security 

relative to the portfolio) and r, is the expected return on the i" security. 

Can you provide an example demonstrating application of Equation l? 

Yes. For &IS example, assume that an entity has a capital structure composed of 60 percent 

debt and 40 percent equity. Also, assume that the embedded cost of debt is 5.0 percent and 
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the expected return on equity, ie., the cost of equity, is 10.0 percent. Calculation of the 

WACC is as follows: 

WACC = (60% * 5.0%) + (40% * 10.0%) 

WACC = 3.0% + 4.0% 

WACC= 7.0% 

The weighted average cost of capital in this example is 7.0 percen 

would need to earn an overall rate of return of 7.0 percent to cover its cost of capital. 

The entity in this example 

111. CAPITAL STRUCTURE 

Backgmund 

Q. 
A. 

Q. 
A. 

Please explain the capital structure concept. 

The capital structure of a firm is the relative proportions of each type of security: short-term 

debt, long-term debt (including capital leases), preferred stock and common stock that are 

used to finance the firm's assets. 

How is the capital structure expressed? 

The capital structure of a company is expressed as the percentage of each component of the 

capital structure (capital leases, short-term debt, long-term debt, preferred stock and common 

stock) relative to the entire capital structure. As an example, the capital structure for an entity 

that is financed by $20,000 of short-term debt, $85,000 of long-term debt (including capital 

leases), $15,000 of preferred stock and $80,000 of common stock is shown in Table 2. 
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O/O 

$20,000 ($20,000/$200,000) 10.0% 
$85,000 ($85,000/$200,000) 42.5% 
$1 5,000 ($1 5,000/$200,000) 7.5% 
$80,000 ($80,000/$200,000) 40.0% 

$200,000 looo/o 

Table 2 

The capital structure in this example is composed of 10.0 percent short-term debt, 42.5 

percent long-term debt, 7.5 percent preferred stock and 40.0 percent common equity. 

EPCOR 's Proposed Capital Stmcture 

Q. 
A. 

Q. 

A. 

What capital structure does EWAZ propose for purposes of this proceeding? 

As shown in the Company's Revised D-l @age 2) Schedules, EPCOR proposes a projected 

test-year end capital structure composed of 59.76 percent long-term debt and 40.24 percent 

common equity for its Mohave Water, Mohave Wastewater, Paradise Valley Water and Sun 

City Water districts. For its Tubac Water district, the Company proposes a projected test-year 

end capital structure composed of 59.84 percent long-term debt and 40.16 percent common 

equity. 

Ms. Sheryl L. Hubbard is the company witness sponsoring the D Schedules in this 

docket. Does the narrative of her direct testimony include a discussion of the 

Company proposed capital structure in this proceeding? 

No, Ms. Hubbard's direct testimony makes no reference to capital structure.8 

8 See Hubbard Direct, pp. 21-22. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

In light of the above, does Staff have reason to believe that for purposes of this 

proceeding EPCOR wishes to have the rates of its five EWAZ districts established 

based upon a consolidated capital structure? 

Yes, it would appear so. In her direct testimony, Ms. Hubbard states that the “Schedule D-2 

&splays an average cost of long term debt of 4.29 pe r~en t .~  Addltionally, the executive 

summary of her testimony asserts that “EWAZ’s cost of capital is not less than 6.87%. The 

average cost of long-term debt is 4.29% and the cost of equity is 10.70%.”10 Thus, implicit in 

these statements is the suggestion that each of the five EWAZ districts in this proceeding has 

the same capital structure, as well as the same cost of service. 

Why does the Company exclude the balance of short-term debt reported for each of 

the five EWAZ districts as of the June 30, 2013 test-year end from the Company- 

proposed projected test-year end capital structures for each district? 

The Company’s application is silent on this point.” However, as shown in the Company’s 

2013 Annual Report filed with the Commission, the $8,560,000 short-term debt reported on a 

total company basis in Schedule D-1 Revised (Page 1) was due to mature on January 15, 

2014.“ 

Why does EWAZ propose a capital structure for its Tubac Water district different 

from that of the other four districts in this proceeding? 

Unlike the other four EWAZ districts, the debt component in the Tubac Water district 

capital structure is comprised, in part, of long-term debt obtained from the Water 

9 See Hubbard Direct, p. 21, line 23. It should be noted that the long-term debt balances shown in the Company’s 
Schedule D-2 Revised as of the June 30,2013 test-year end reflect the balances of long-term debt outstanding at the 
parent level, and not at the district level. 
10 See Hubbard Direct (Executive Summary), p. iii, lines 3-4. 
11 See Hubbard Direct, pp. 21-22. 
12 See 2013 EWAZ h u a l  Report, Page 12 attachment (Description of debt). 
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Infrastructure Financing Authority of Arizona (“WIFA’’).13 This low-cost debt was obtained 

to finance the construction of an arsenic treatment facility in 2009, prior to the time the utility 

was acquired by EPCOR from Arizona-American Water Company (“Ariz~na-Arnerican’~).’~ 

In response to Staff data request JAC 9-3, the Company indicated that the capital structures 

for each of its five lstricts in this proceeding had been allocated on the basis of rate base, 

with the debt component being comprised of replacement debt issued to facilitate the 

acquisition of its EWAZ properties from Arizona-American.” As further noted in the 

Company’s response, the Tubac Water district represented an exception to this general 

practice, as the low-cost WIFA debt was reserved for inclusion in the Tubac Water Qstrict 

capital structure “to provide the benefit of th_ls low cost financing to the customers for whtch 

the financing was incurred.”l‘ Thus, it is the presence of low-cost WIFA debt in the Tubac 

Water &strict capital structure explains why the Company-proposed capital structure for this 

district is different from that of the other four EWAZ Istricts in this proceeding. 

Q- 
A. 

Q. 

A. 

Does Ms. Hubbard discuss this WIFA loan debt in her direct testimony? 

No. 

As of the June 30, 2013 test-year end, what was the balance of outstanding long-term 

WIFA debt reserved for inclusion in the Tubac Water district capital structure? 

As shown in Schedule D-2 Revised (Page l), as of the June 30,2013 test-year end, the Tubac 

Water district had outstanding WIFA debt of $761,134.” 

The Commission approved this WIFA loan debt in Decision No. 71168, dated June 16,2009 (Docket No. WS- 
013034-09-0152). 
l4 The acquisition, by EPCOR, of its EWAZ properties from Arizona-American was approved by the Commission in 
Decision No. 72668, dated November 17,2011 (Docket No. W-01303A-11-0101). 
15 Authority to issue this long-term replacement debt was granted by the Commission in Decision No. 72668. 
16 See attached Company response to Staff Data Request JAC 9-3. 
17 As shown in this same Schedule D-2 Revised (Page l), the Company’s projected test year end capital structure for 
Tubac Water gives no recognition to amortization of WIFA debt principal, as the reported balance of outstanding WIFA 
loan debt remains unchanged at $761,134. 
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Q. 

A. 

Q. 

A. 

And as of this same June 30, 2013 test-year end, what dollar amount of long-term 

EPCOR replacement debt did the Company allocate to the Tubac Water district on 

the basis of rate base? 

As shown in Schedule D-l Revised (Page 2), the Tubac Water district had total long-term 

debt of $941,304 as of the June 30, 2013 test-year end. Thus, on the basis of rate base, the 

Company allocated a total of $180,170 of long-term EPCOR replacement debt to the Tubac 

Water &strict, computed as total long-term debt less the WIFA debt component ($941,304- 

$761,134 = $180,170). 

You indicated that for each district, the Company proposes a projected test-year end 

capital structure. Does Staff have concerns regarding the manner in which EWAZ 

computes the dollar value of reported long-term debt and common equity in the 

projected test-year end capital structure for each district in this proceeding? 

Yes. As shown in the Company’s Schedule D-1 Revised (Page 2) filed for each district, the 

reported June 30, 2013 test-year end capital structure is comprised of long-term debt, short- 

term debt, and stockholders’ equity, while the projected test-year end capital structure for 

each district consists only of long-term debt and stockholders’ equity. However, despite the 

absence of short-term debt in the projected test-year end capital structure, for each district 

the total combined dollar amount of debt and equity capital reported is the same in both the 

June 30, 2013 test-year end and projected test-year end capital structures. EWAZ achieves 

this by making a pro rata allocation of short-term debt reported in the test-year end capital 

structure to the long-term debt and stockholders’ equity balances reported in that same test- 

year end capital structure, and in so doing artificially inflates the carrying value of both long- 

term debt and common equity in its proposed projected test-year end capital structure for 

each district. 
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Q. 

A. 

Q. 

A. 

Does the methodology employed by EWAZ to compute the dollar value of reported 

long-term debt and common equity in the projected test-year end capital structure 

overstate the Company-proposed weighted cost of debt for any EWAZ district in this 

proceeding? 

Yes, for the Tubac Water district, due to the presence of low-cost WIFA debt in the capital 

structure; for the other four EWAZ districts, no. 

Please describe how the methodology employed by EWAZ overstates its proposed 

weighted cost of debt for the Tubac Water district in this proceeding. 

As shown in the Tubac Water Schedule D-1 Revised (Page 2), the June 30,2013 test-year end 

capital structure reports total capital of $1,607,775, consisting of $941,304 in long-term debt, 

$34,767 in short-term debt, and $631,704 of common equity. Exclusive of short-term debt, 

total capital in this June 30,2013 test-year end capital structure falls to $1,573,008, comprised 

solely of the reported test-year end balances of long-term debt and common equity ($941,304 

+ $631,704 = $1,573,008). As noted earlier, as of the test-year end the Tubac Water district 

had outstanding WIFA debt of $761,134. Thus, in percentage terms, as of the June 30,2013 

test-year end Tubac Water district’s WIFA debt comprised 80.86 percent of total long-term 

debt ($761,134/$941,304 = 0.8086), and 48.39 percent of total capital ($761,134/$1,573,008 

= 0.4839). However, given the methodology @.e., pro rata allocation of short-term debt) 

employed by EWAZ to compute the projected test-year end capital structure for its Tubac 

Water district, as shown in Schedule D-1 Revised page 2), long-term debt increases from 

$941,304 to $962,109 (a $20,805 increase), and common equity increases from $631,704 to 

$645,666 (a $13,962 increase), for total capital of $1,607,775 ($962,109 + $645,666).” As a 

consequence, in percentage terms the WIFA debt component falls to 79.11 percent of total 

18 Collectively, the increase in reported long-term debt and stockholders’ equity increases total projected test-year end 
capital by $34,767 ($20,805 + $13,962), a figure equating to the dollar amount of short-term debt reported in the June 30, 
2013 test-year end capital structure presented in Schedule D-1 Revised (page 2). 
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long-term debt ($761,134/$962,109 = 0.791 l), and 47.34 percent of total capital 

($761,134/$1,607,775 = 0.4734). Thus, by overstating the dollar amount of long-term debt 

and common equity reported in the Company-proposed projected test-year end capital 

structure for its Tubac Water district, the relative weighting and influence of low-cost WIFA 

debt within the capital structure is diminished, resulting in an overstatement to the weighted 

cost of debt. 

Q. 

A. 

Q. 

A. 

Could the Company have achieved the same proposed capital structure for each of its 

five EWAZ districts had the computation been based upon dollar balances of long- 

term debt and stockholders’ equity reported in the June 30,2013 test-year end capital 

structure for each district? 

Yes, and had EPCOR computed its recommended capital structure in this fashion, there 

would have been no overstatement to the Company-proposed weighted cost of debt for the 

Tubac Water district. 

In closing on this point, what is the cost rate associated with the short-term debt 

reported in the June 30,2013 test-year end capital structure for each EWAZ district in 

this proceeding? 

As shown in Schedule D-1 Revised (Page 2), the cost rate of the short-term debt reported in 

the June 30, 2013 test-year end capital structure for each EWAZ district is 0.31 percent per 

annum. 19 

19 In the Company’s 2013 Annual Report, the cost rate associated with this short-term debt is reported to be 0.270% per 
annum. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

In light of the above, this would suggest that the Company’s methodology inflates the 

higher-cost long-term debt and common equity balances reported in the Company- 

proposed projected test-year end capital structures for each EWAZ district with what 

had formerly been low cost short-term debt, correct? 

Yes. Effectively, the Company’s methodology fundamentally alters the character of what is 

reported as short-term debt capital in the June 30,2013 test-year end capital structure to long- 

term debt and common equity capital in the Company-proposed projected test-year end 

capital structure for each EWAZ district; this, despite the short-term debt having already 

matured. 

Does Staff consider it appropriate for a regulated public utility to propose a capital 

structure based upon carrying values of long-term debt and common equity which 

have been artificially inflated? 

No. An increase in the reported balance of long-term debt is proper only when evidenced by 

the issuance of additional long-term debt, whde an increase in the reported balance of 

common equity is proper when evidenced either by an equity infusion by the parent, or an 

increase in retained earnings. W e  there may be occasions when a pro forma adjustment 

might appropriately be made to the capital account balances in order to give recognition to a 

known and measurable change expected to be made prospectively, in the instant docket such 

was not the case. 

How do the two EWAZ proposed capital structures compare to capital structures of 

publicly-traded water utilities? 

Schedule JAC-4 shows the capital structures of seven publicly-traded water utility companies 

(“sample water companies” or “sample water utilities,,) as of December 2013. The average 
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capital structure for the sample water utilities is comprised of approximately 47.6 percent debt 

and 52.4 percent common equity. 

Stays Recommended Capital Stmcture 

Q. 
A. 

What is Staffs recommended capital structure for EWAZ? 

Staff recommends that two capital structures be used for purposes of setting rates in &Is 

docket. For the Company’s Mohave Water, Mohave Wastewater, Paradrse Valley Water and 

Sun City Water districts, Staff recommends a consolidated June 30, 2013 test-year end capital 

structure consisting of 59.76 percent debt and 40.24 percent common equity. Staff 

determined that each of these four EWAZ districts, indlvidually, had the same capital 

structure.20 For the Tubac Water district, Staff recommends a June 30, 2013 test year end 

capital structure consisting of 58.53 percent debt and 41.47 percent common equity, updated 

to reflect amortization of WIFA loan debt principal through December 31, 2014.21 For each 

district, Staffs recommended capital structure is based upon the long-term debt and common 

equity balances reported at the district level as of the June 30, 2013 test-year end, as shown in 

the Company’s Schedule D-1 Revised (Page 2). Staff excludes the short-term debt reported 

at the district level in the Company’s Schedule D-l Revised (Page 2) as of the June 30,2013 

test-year end from its recommended capital structure for each &strict, as &Is short-term debt 

matured on January 15,2014. 

20 It should be noted that Staffs recommended June 30,2013 test-year end capital structure for these four districts is 
identical to that proposed by the Company using a projected test-year end capital structure. 
21 Staff determined the outstanding principal balance ofWIFA debt to be $711,467 as of December 31,2014. Staffs 
determination is based upon information provided in the Company’s 2013 Annual Report (Page 12 attachment), which 
reports a December 31,2013 balance outstanding of $744,470, and a current year portion of WIFA debt principal of 
$33,003 ($744,470 - $33,003 = $711,467). As of the June 30,2013 test-year end, this WIFA debt prkcipal balance was 
$761,134, as shown in the Company’s Schedule D-2 Revised (Page 1). 
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Q. 

A. 

Why did Staff confine its update only to the WIFA debt component within the Tubac 

Water district capital structure? 

Because WIFA loan debt is amortizing debt, whde the replacement long-term debt allocated 

to the Tubac Water district is non-amortizing debt. Amortizing loans are obllgations 

requiring scheduled periodic payments (i.e., monthly) of both principal and interest, and as 

such the outstanding principal balance of an amortizing loan decreases from one month to 

the next as debt service payments are made. In contrast, non-amortizing debt is an obligation 

having an interest-only payment feature, thereby necessitating a balloon payment of the entire 

principal balance at maturity. Thus, whde appropriate for Staff to give recognition to the 

known and measurable change resulting from amortization of WIFA debt principal 

subsequent to the test-year end, no update was needed for the remaining long-term debt, as 

the outstanding principal balance of &IS non-amortizing debt continues at the level reported 

as of the June 30,2013 test-year end. 

IV. COST OF DEBT 

Q. 
A. 

Q. 

A. 

What is the cost of debt proposed by the Company in this proceeding? 

As shown in Schedule D-2 Revised (Page l), at the parent level the Company proposes an 

overall cost of debt of 4.29 percent. At the district level, EWAZ proposes this same 4.29 

percent cost of debt for each of the five districts in this proceeding, as shown in Schedule D- 

1 Revised (Page 2) for each district. 

Given the presence of low cost WIFA debt in the Tubac Water district capital 

structure, does Staff agree with the Company that the cost of debt for the Tubac 

Water district is the same as that of the other four EWAZ districts in this proceeding? 

No. The long-term debt component in the capital structures of the other four EWAZ 

districts (Mohave Water, Mohave Wastewater, Paradise Valley Water and Sun City Water) 
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consists entirely (i.e., 1009’0) of higher cost, replacement debt allocated to each on the basis of 

rate base for purposes of this rate proceeding. In contrast, as noted earlier WIFA debt 

comprised 80.86 percent ($761,134/$941,304) of total long-term debt in the Tubac Water 

district capital structure as of the June 30, 2013 test-year end; thus, higher cost replacement 

debt allocated on the basis of rate base represents only 19.14 percent (1.0 - .8086 = .1914) of 

total long-term debt in the Tubac Water capital structure. 

Q. 

A. 

Q. 

A. 

Please provide a description of the long-term replacement debt which has been 

allocated to the capital structures of the five EWAZ districts in this proceeding. 

As shown in Schedule D-2 Revised, at the parent level the long-term replacement debt 

allocated to each of thc fivc EWAZ districts in this proceeding consists of proceeds from a 

$133,000,000 10-year, non-amortizing EPCOR Water USA Note, having an effective interest 

rate of 3.77 percent per annum, and proceeds from a $98,000,000 30-year, non-amortizing 

EPCOR Water USA Note, having an effective interest rate of 5.02 percent per annum.22 

Did Staff compute the cost of the replacement long-term debt allocated to each of the 

five EWAZ districts, as reported at the parent level in the Company’s Schedule D-2 

Revised? 

Yes. Based upon the annual cost figures presented in the Company’s Schedule D-2 Revised, 

at the parent level Staff determined the weighted cost of this long-term replacement debt to 

be 4.29 10 percent.23 

22 As shown in the Company’s 2013 h n u a l  Report filed with the Commission, the 10-year Note was issued February 1, 
2012, and is due to mature December 15,2021, while the 30-year Note was issued February 1,2012, and is due to mature 
December 15,2041. Further, the coupon rate on the 10-year Note is reported to be 3.740%, while the coupon rate on 
the 30-year Note is 5.000%. 
23 Based on information provided in the Company’s response to Staff data request JAC 9.5, Staff confumed the accuracy 
of the annual cost figures presented for each of the two long-term EPCOR Notes; for the 10-year note, the effective 
interest rate reflects annual amortization of debt issuance costs of $30,590, while the effective interest rate on the 30-year 
note reflects annual amortization of debt issuance costs of $7,513. However, as presented in the Company’s Schedule D- 
2 Revised, the reported effective interest rate for the two Epcor Notes has been fractionally overstated; when carried out 
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Q. 

A. 

Q. 

A. 

What is the cost rate associated with the WIFA loan debt in the Tubac Water district 

capital structure? 

As shown in the Company’s Schedule D-2 Revised for the Tubac Water &strict, the interest 

rate on the WIFA loan is reported to be 3.94 percent per annum. However, Staff determined 

the actual combined interest and fee rate on the Company’s WIFA loan debt to be 3.938 

percent.24 

In light of the above, what cost of debt does Staff recommended for EPCOR in this 

proceeding? 

For the Company’s Mohave Water, Mohave Wastewater, Para&se Valley Water and Sun City 

Water districts, Staff recommends a cost of debt of 4.3 percent. For the Company’s Tubac 

Water district, Staff recommends a cost of debt of 4.0 percent. Staffs recommended cost of 

debt for the Tubac Water district is based upon the actual carrying values of long-term debt 

within the Tubac Water district as of the June 30, 2013 test-year end, updated to reflect the 

outstanding principal balance of WIFA loan debt as of December 31, 2014.25 

V. COST OF EQUITY 

Background 

Q. 

A. 

Please define the term “cost of equity capital.” 

The cost of equity is the rate of return that investors expect to earn on their investment in a 

business entity given its risk. In other words, the cost of equity to the entity is the investors’ 

to four digits, Staff determined the effective interest rate on the 10-year note to be 3.7630%, and the effective interest rate 
on the 30-year note to be 5.0077%. 

See Compliance filing made by Arizona-American Water Company in Docket No. WS-01303A-09-0152, dated 
December 9,2009 (Exhibit ,4 of Loan Agreement). Additionally, as reported in the Company’s 2013 Annual Report filed 
with the Commission, the interest rate on the WIFA loan is shown to be 3.938%. 
25 Staffs recommended 4.0 percent cost of debt for the Tubac Water district represents a weighted average cost, 
computed by applying the 3.938 percent WIFA loan cost rate to the outstanding principal balance of WIFA debt as of 
December 31,2014 ($711,467), and applying the 4.291 percent replacement debt cost rate to the dollar balance of long- 
term replacement debt ($180,170) allocated to the Tubac Water district on the basis of rate base. 

24 
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expected rate of retum on other investments of s d a r  risk. As investors have a wide 

selection of stocks to choose from, they will choose stocks with similar risks but hgher 

returns. Therefore, the market determines the entity’s cost of equity. 

Q. 
A. 

Q. 
A. 

Is there a correlation between interest rates and the cost of equity? 

Yes, there is a positive correlation between interest rates and the cost of equity, as the two 

tend to move in the same direction. 

What has been the general trend of interest rates in recent years? 

A chronological chart of interest rates is a good tool to show interest rate history and identify 

trends. Chart 1 graphs intermediate U.S. treasury rates from January 1, 2005 - October 31, 

2014. 
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Chart 1: Average Yield on 5-, 7-, & 10-Year Treasuries 
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Q. 
A. 

Q. 
A. 

As shown in Chart , intermedate-tern interest rates generally trended upward from 2005 to 

mid-2007, then trended downward until late-2012, and have trended upward since that time. 

What has been the general trend in interest rates longer term? 

U.S. Treasury rates from January 1965 - October 2014 are shown in Chart 2. The chart 

shows that interest rates trended upward through the mid-1980s and have trended downward 

since that time. 
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Do these trends have relevance to the cost of equity? 

Yes. As previously noted, interest rates and the cost of equity tend to move in the same 

direction; therefore, it can be concluded that the cost of equity has also declined over the past 

30 years. 
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Q. 
A. 

EJk 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Do actual returns represent the cost of equity? 

No. The cost of equity represents investors’ eqected returns and not realized returns. 

Please define risk as it relates to an equity security investment. 

I s k ,  as it relates to an equity security investment, is defined as the variability or uncertainty 

of the returns associated with that particular security. Investors are risk averse and require a 

greater potential return to invest in relatively greater risk opportunities, i.e., investors require 

compensation for taking on additional risk. Risk is generally separated into two components: 

market risk (systematic risk) which is non-dmersifiable, and non-market risk (unsystematic 

risk or firm-specific risk) which is diversifiable. 

What is market risk? 

Market risk, or systematic risk, is the risk associated with an investment that cannot be 

reduced through diversification. Market risk stems from factors that affect all securities, such 

as recessions, war, inflation and high interest rates. These factors affect the entire market. 

However, market risk does not impact each security to the same degree. 

What is non-market risk? 

Non-market risk, or unsystematic risk, is risk which is unique to the firm and is capable of 

being diversified away. Examples of unsystematic risk include losses caused by labor 

problems, nationalization of assets, loss of a big client or adverse weather condttions. 

Investors can eliminate hrm-specific risk by holding a diverse portfolio; thus, it is not of 

concern to diversified investors. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Is the cost of equity affected by firm-specific risk? 

No. Since firm-specific risk can be eluninated through diversification, it does not affect the 

cost of equity. 

Can investors expect additional returns for firm-specific risk? 

No. Investors who hold diversified portfolios can effectively eluninate firm-specific risk and, 

consequently, do not require any additional return. Since investors who choose to be less 

than fully-&versified must compete in the market with fully-diversified investors, the former 

cannot expect to be compensated for unique risk. 

Is a firm subject to any other risk? 

Yes. Firms are also subject to business risk and to financial risk. 

Please define business risk. 

Business risk is the fluctuation of earnings inherent in a firm's operations and environment, 

such as competition and adverse economic con&tions, which may impair its ability to provide 

returns on investment. Companies in the same or similar line of business tend to experience 

the same fluctuations in business cycles. 

Please define financial risk. 

Financial risk is the fluctuation of earnings inherent in the use of debt financing that may 

impair a firm's ability to provide adequate returns; the higher the percentage of debt in a 

company's capital structure, the greater its exposure to financial risk. 

Do business risk and financial risk affect the cost of equity? 

Yes. 
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Q. 

A. 

VI. 

How does EPCOR’s financial risk exposure compare to that of Staffs sample group 

of water companies? 

Schedule JAC-4 shows the capital structures of the seven sample water companies as of 

December 2013, and EPCOR’s two proposed capital structures as of the June 30, 2013 test- 

year end. As shown, the sample water utilities were capitalized with approximately 47.6 

percent debt and 52.4 percent equity, while the Company-proposed capital structure for its 

Mohave Water, Mohave Wastewater, Para&se Valley Water and Sun City Water &stricts 

consists of 59.76 percent debt and 40.24 percent equity, and, on a standalone basis, the 

proposed capital structure of its Tubac Water &strict consists of 59.84 percent debt and 40.16 

percent equity. Thus, relative to Staffs sample companies, EPCOR has greater exposure to 

financial risk. 

ESTIMATING THE COST OF EQUITY 

Introduction 

Q. 
A. 

Q. 
A. 

Did Staff directly estimate the cost of equity for EPCOR? 

No. Since EWAZ is not a publicly-traded company, Staff is unable to directly estimate its 

cost of equity due to the lack of firm-specific market data. Instead, Staff estimated the 

Company’s cost of equity indirectly, using a representative sample group of publicly-traded 

water utiltties as a proxy, taking the average of the sample group to reduce the sample error 

resulting from random fluctuations in the market at the time the information is gathered. 

What sample companies did Staff select as proxies for EPCOR? 

Staffs sample consists of the following seven publicly-traded water utihties: American States 

Water, California Water, Aqua America, Connecticut Water Service, Middlesex Water, S J W  

Corporation and York Water. Staff selected these companies because they are publicly- 
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traded, receive the majority of their earnings from regulated operations, and are followed by 

the Value Line Investment Sumty. 

Q. 
A. 

Q. 
A. 

What models did Staff employ to estimate the Company’s cost of equity? 

Staff used two variations of the DCF model, both of which are market-based, to estimate the 

cost of equity for EWAZ: the constant-growth DCF model and the multi-stage DCF model. 

Please explain why Staff chose the DCF model. 

Staff chose to use the DCF model because it is a widely-recognized market-based model and 

has been used extensively to estimate the cost of equity. For the reasons noted earlier, Staff 

does not incorporate estimates derived from the CAPM into its cost of equity analysis for 

EPCOR. An explanation of the DCF model is provided below. 

Discounted Cash Flow Model Anabsis 

Q. 

A. 

Please provide a brief summary of the theory upon which the DCF method of 

estimating the cost of equity is based. 

The DCF method of stock valuation is based on the theory that the value of an investment is 

equal to the sum of the future cash flows generated from the aforementioned investment 

discounted to the present time. This method uses expected dividends, market price and 

dmidend growth rate to calculate the cost of capital. Professor Myron Gordon pioneered the 

DCF method in the 1960s. The DCF method has become widely used to estimate the cost of 

equity for public utilities due to its theoretical merit and its simplicity. Staff used the financial 

information for the relevant seven sample companies in the DCF model and averaged the 

results to determine an estimated cost of equity for the sample companies. 
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Q. 

A. 

Does Staff use more than one version of the DCF model? 

Yes. Staff uses two versions of the DCF model the constant-growth DCF and the multi- 

stage or non-constant growth DCF. The constant-growth DCF assumes that an entity’s 

dividends will grow indefinitely at the same rate. The multi-stage growth DCF model 

assumes the dividend growth rate will change at some point in the future. 

The Constant-Growth DCF Model 

Q. 
A. 

What is the mathematical formula used in Staffs constant-growth DCF analysis? 

The constant-growth DCF formula used in Staffs analysis is: 

Equation 2 :  

where : 

Dl K = - + g  
4 

K = thecost of equity 
Dl = the expected annual dividend 
Po = the current stock price 
g = the expected infinite annual growth rate of dividends 

Equation 2 assumes that the entity has a constant earnings retention rate and that its earnings 

are expected to grow at a constant rate. According to Equation 2, a stock with a current 

market price of $10 per share, an expected annual dividend of $0.45 per share and an 

expected dividend growth rate of 3.0 percent per year has a cost of equity to the entity of 7.5 

percent reflected by the sum of the dwidend yield ($0.45/ $10 = 4.5 percent) and the 3.0 

percent annual dividend growth rate. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

How did Staff calculate the expected dividend yield (D,/P,) component of the 

constant-growth DCF formula? 

Staff calculated the expected yield component of the DCF formula by dividing the expected 

annual dividend (DJ by the spot stock price (Po) after the close of market on December 17, 

201 4, as reported by MJN Mony. 

Why did Staff use the December 17, 2014, spot price rather than a historical average 

stock price to calculate the dividend yield component of the DCF formula? 

The current, rather than historic, market price is used in order to be consistent with financial 

theory. In accordance with the Efficient Market Hypothesis, the current stock price is 

reflective of all available information on a stock, and as such reveals investors’ expectations of 

future returns. 

How did Staff estimate the dividend growth (g) component of the constant-growth 

DCF model represented by Equation 2? 

The dmidend growth component used by Staff is determined by the average of six different 

estimation methods, as shown in Schedule JAC-8. Staff calculated historical and projected 

growth estimates on dwidend-per-share (“DPS”),26 earnings-per-share and 

sustainable growth bases. 

Why did Staff examine EPS growth to estimate the dividend growth component of the 

constant-growth DCF model? 

Historic and projected EPS growth are used because dividends are related to earnings. 

Dividend distributions may exceed earnings in the short run, but cannot continue indefinitely. 

In the long term, dwidend distributions are dependent on earnings. 

26 Derived from information provided by V a h e  Line. 
27 Derived from information provided by V a h e  Line. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

How did Staff estimate historical DPS growth? 

Staff estimated historical DPS growth by calculating a compound annual DPS growth rate for 

each of its sample companies over the 10-year period, 2003-2013. As shown in Schedule 

JAC-5, the average historical DPS growth rate for the sample was 3.7 percent. 

How did Staff estimate projected DPS growth? 

Staff calculated an average of the projected DPS growth rates for the sample water utilities 

from Valzte Line through the period, 2017-2019. The average projected DPS growth rate is 

6.2 percent, as shown in Schedule JAC-5. 

How did Staff estimate historical EPS growth rate? 

Staff estimated historical EPS growth by calculating a compound annual EPS growth rate for 

each of its sample companies over the 10-year period, 2003-2013. As shown in Schedule 

JAC-5, the average historical EPS growth rate for the sample was 6.5 percent. 

How did Staff estimate projected EPS growth? 

Staff calculated an average of the projected EPS growth rates for the sample water utilities 

from V a h e  Lim through the period, 2017-2019. The average projected EPS growth rate is 

6.2 percent, as shown in Schedule JAC-5. 

How does Staff calculate its historical and projected sustainable growth rates? 

Wstorical and projected sustainable growth rates are calculated by adding their respective 

retention growth rate terms or) to their respective stock fmancing growth rate terms (vs), as 

shown in Schedule JAC-6. 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

Q. 

A. 

What is retention growth? 

Retention growth is the growth in dividends due to the retention of earnings. The retention 

growth concept is based on the theory that dividend growth cannot be achieved unless the 

company retains and reinvests a portion of its earnings. The retention growth rate is used in 

Staffs calculation of sustainable growth shown in Schedule JAC-6. 

What is the formula for the retention growth rate? 

The retention growth rate is the product of the retention ratio and the book/accounting 

return on equity. The retention growth rate formula is: 

Equation 3 : 
Retention Growth Rate = br 

where : b = the retention ratio (1 - dividend payout ratio) 
r = the accountinghook return on common equity 

How did Staff calculate the average historical retention growth rate (br) for the 

sample water utilities? 

Staff calculated the mean of the 10-year average historical retention rate for each sample 

company over the period, 2003-2013. As shown in Schedule JAC-6, the historical average 

retention @r) growth rate for the sample is 2.8 percent. 

How did Staff estimate its projected retention growth rate (br) for the sample water 

utilities? 

Staff used the retention growth projections for the sample water utilities for the period, 2017- 

2019, from V a h e  L ine .  As shown in Schedule JAC-6, the projected average retention growth 

rate for the sample companies is 4.3 percent. 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

When can retention growth provide a reasonable estimate of future dividend growth? 

The retention growth rate is a reasonable estimate of future dividend growth when the 

retention ratio is reasonably constant and the entity’s market price to book value (“market-to- 

book ratio”) is expected to be 1.0. The average retention ratio has been reasonably constant 

in recent years. However, the market-to-book ratio for the sample water utilities is 2.3, 

notably hgher than 1 .O, as shown in Schedule JAC-7. 

Is there any financial implication of a market-to-book ratio greater than 1.0? 

Yes. A market-to-book ratio greater than 1.0 implies that investors expect an entity to earn 

an accounting/book retum on its equity that exceeds its cost of equity. The relationship 

between required returns and expected cash flows is ready observed in the fixed securities 

market. For example, assume an entity contemplating issuance of bonds with a face value of 

$10 million at either 6 percent or 8 percent and, thus, paying annual interest of $600,000 or 

$800,000, respectively. Regardless of investors’ required return on similar bonds, investors 

wdl be willing to pay more for the bonds if issued at 8 percent than if the bonds are issued at 

6 percent. For example, if the current interest rate required by investors is 6 percent, then 

they would bid $10 million for the 6 percent bonds and more than $10 million for the 8 

percent bonds. Similarly, if equity investors require a 9 percent return and expect an entity to 

earn accounting/book retums of 13 percent, the market will bid up the price of the entity’s 

stock to provide the required return of 9 percent. 

How has Staff generally recognized a market-to-book ratio exceeding 1.0 in its cost of 

equity analyses in recent years? 

Staff has assumed that investors expect the market-to-book ratio to remain greater than 1.0. 

Given that assumption, Staff has added a stock financing growth rate (vs) term to the 

retention ratio @r) term to calculate its historical and projected sustainable growth rates. 
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Q. 

A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Do the historical and projected sustainable growth rates Staff uses to develop its DCF 

cost of equity in this case continue to include a stock financing growth rate term? 

Yes. 

What is stock financing growth? 

Stock financing growth is the increase in an entity’s dwidends attributable to the sale of stock 

by that entity. Stock financing growth is a concept derived by Myron Gordon and discussed 

in his book The Cost of Cqbital to a Public Utili&’* Stock financing growth is the product of the 

fraction of the finds raised from the sale of stock that accrues to existing shareholders (v) 

and the fraction resulting from dividing the funds raised from the sale of stock by the existing 

common equity (s). 

What is the mathematical formula for the stock financing growth rate? 

The mathematical formula for stock financing growth is: 

Equation 4 :  
Stock Financing Growth = vs 

where : v = Fraction of the funds raised from the sale of stock that accrues 
to existing shareholders 

s = Funds raised from the sale of stock as a fraction of the existing 
common equity 

How is the variable vpresented above calculated? 

Variable u is calculated as follows: 

28 Gordon, Myron J. The Cost ofcapitalto a Public Utili& hfSU Public Utilities Studies, Michigan, 1974, pp. 31-35. 
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Equation 5 :  

book value 
market value 

v = 1-[ ] 

For example, assume that a share of stock has a $30 book value and is selling for $45. Then, 

to find the value of v, the formula is applied: 

v = l-($] 

In this example, v i s  equal to 0.33. 

Q. 

A. 

How is the variable s presented above calculated? 

Variable s is calculated as follows: 

Equation 6:  

Funds raised from the issuance of stock 
s =  

Total existing common equity before the issuance 

For example, assume that an entity has $150 in existing equity, and it sells $30 of stock. 

Then, to find the value of s, the formula is applied: 

In this example, s is equal to 20.0 percent. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

What is the vs term when the market-to-book ratio is equal to 1.0? 

A market-to-book ratio of 1.0 reflects that investors expect an entity to earn a 

book/accounting retum on their equity investment equal to the cost of equity. When the 

market-to-book ratio is equal to 1.0, none of the funds raised from the sale of stock by the 

entity accrues to the benefit of existing shareholders, i.e., the term u is equal to zero (0.0). 

Consequently, the us term is also equal to zero (0.0). When stock financing growth is zero, 

dividend growth depends solely on the br term. 

What is the effect of the vs term when the market-to-book ratio is greater than l.O? 

A market-to-book ratio greater than 1.0 reflects that investors expect an entity to earn a 

book/accounting return on their equity investment greater than the cost of equity. Equation 

5 shows that, when the market-to-book ratio is greater than 1.0, the u term is also greater than 

zero. The excess by which new shares are issued and sold over book value per share of 

outstandmg stock is a contribution that accrues to existing stockholders in the form of a 

higher book value. The resulting %her book value leads to higher expected earnings and 

dividends. Continued growth from the us term is dependent upon the continued issuance and 

sale of additional shares at a price that exceeds book value per share. 

What vs estimate did Staff calculate from its analysis of the sample water utilities? 

Staff estimated an average stock financing growth of 2.6 percent for the sample water utilities, 

as shown in Schedule JAC-6. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Direct Testimony of John A Cassidy 
Docket No. WS-O1303A-14-0010 
Page 33 

Q. 

A. 

Q. 

A. 

Q. 
A. 

What would occur if an entity had a market-to-book ratio greater than 1.0 as a result of 

investors expecting earnings to exceed its cost of equity, and subsequently 

experienced newly-authorized rates equal only to its cost of equity? 

Holding all other factors constant, one would expect market forces to move the company’s 

stock price lower, closer to a market-to-book ratio of 1.0, to reflect investor expectations of 

reduced expected future cash flows. 

If the average market-to-book ratio of Staffs sample water utilities were to fall to 1.0 

due to authorized ROES equaling their cost of equity, would inclusion of the vs term 

be necessary to Staffs constant-growth DCF analysis? 

No. As discussed above, when the market-to-book ratio is equal to 1.0, none of the funds 

raised from the sale of stock by the entity accrues to the benefit of existing shareholders 

because the u term equals to zero and, consequently, the us term also equals zero. When the 

market-to-book ratio equals 1.0, dividend growth depends solely on the Dr term. Staffs 

inclusion of the us term assumes that the market-to-book ratio continues to exceed 1.0 and 

that the water utillties will continue to issue and sell stock at prices above book value with the 

effect of benefitting existing shareholders. 

What are Staffs historical and projected sustainable growth rates? 

Staffs estimated historical sustainable growth rate is 5.4 percent based on an analysis of 

earnings retention for the sample water companies. Staffs projected sustainable growth rate 

is 6.9 percent based on retention growth projected by V a h e  Lzne. Schedule JAC-6 presents 

Staffs estimates of the sustainable growth rate. 
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Q. 

A. 

What is Staffs expected infinite annual growth rate in dividends? 

Staffs expected dividend growth rate (g) is 5.8 percent, which is the average of hstorical and 

projected DPS, EPS, and sustainable growth estimates. Staffs calculation of the expected 

infinite annual growth rate in dividends is shown in Schedule JAC-8. 

Q. 

A. 

What is Staffs constant-growth DCF estimate for the sample utilities? 

Staffs constant-growth DCF estimate is 8.6 percent, as shown in Schedule JAC-3. 

The Muhi-Stage DCF 

Q. 

A. 

Q. 
A. 

Why did Staff implement the multi-stage DCF model to estimate EPCOR’s cost of 

equity? 

Staff generally uses the multi-stage DCF model to consider the assumption that dividends 

may not grow at a constant rate. The multi-stage DCF uses two stages of growth; the first 

stage (near-term) having a duration of four years, followed by a second stage (long-term) of 

constant growth. 

What is the mathematical formula for the multi-stage DCF? 

The multi-stage DCF formula is shown in the following equation: 
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Equation 7 : 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Where : P, = current stock price 
0, = dividends expected during stage 1 

K = costofequity 
n = yearsof non - constant growth 

0, = dividend expected in year n 
gn = constant rate of growth expected after year n 

What steps did Staff take to implement its multi-stage DCF cost of equity model? 

First, Staff projected future dividends for each of the sample water utilities using near-term 

and long-term growth rates. Second, Staff calculated the rate (cost of equity) which equates 

the present value of the forecasted dividends to the current stock price for each of the sample 

water utilities. Lastly, Staff calculated an overall sample average cost of equity estimate. 

How did Staff calculate near-term (stage-1) growth? 

The stage-1 growth rate is based on V a h e  Line’s projected dividends for the next twelve 

months, when available, and on the average dividend growth (g) rate of 5.8 percent, calculated 

in Staffs constant DCF analysis for the remainder of the stage. 

How did Staff estimate long-term (stage-2) growth? 

Staff calculated the stage-2 growth rate using the arithmetic mean rate of growth in Gross 

Domestic Product (“GDP’) from 1929 to 2013.29 Using the GDP growth rate assumes that 

the water utility industry is expected to grow at the same rate as the overall economy. 

29 www.bea.doc.gov. 

http://www.bea.doc.gov
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Q. 
A. 

Q. 
A. 

Q. 
A. 

What is the historical GDP growth rate that Staff used to estimate stage-2 growth? 

Staff used 6.5 percent to estimate the stage-2 growth rate. 

What is Staffs multi-stage DCF estimate for the sample utilities? 

Staffs multi-stage DCF estimate is 9.2 percent, as shown in Schedule JAC-3. 

What is Staffs overall DCF estimate for the sample utilities? 

Staffs overall DCF estimate is 8.9 percent. Staff calculated the overall DCF estimate by 

ave rapg  the constant growth DCF (8.60/0) and multi-stage DCF (9.20/,> estimates, as shown 

in Schedule JAC-3. 

VII. SUMMARY OF STAFF’S COST OF EQUITY ANALYSIS 

Q. 

A. 

What is the result of Staffs constant-growth DCF analysis to estimate the cost of 

equity for the sample water utilities? 

Schedule JAC-3 shows the result of Staffs constant-growth DCF analysis. 

Staffs constant-growth DCF analysis is as follows: 

The result of 

k = 2.8% + 5.8% 

k = 8.6% 

Staffs constant-growth DCF estimate of the cost of equity for the sample water utilities is 8.6 

percent. 
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Q. 

A. 

Q. 
A. 

What is the result of Staffs multi-stage DCF analysis to estimate of the cost of equity 

for the sample utilities? 

Schedule JAC-9 shows the result of Staffs multi-stage DCF analysis. The result of Staffs 

multi-stage DCF analysis is: 

Company 

American States Water 
California Water 
Aqua America 
Connecticut Water 
Middlesex Water 
SJW Corp 
York Water 

Equity Cost 
Estimate (k) 

8.9% 

8.9% 

10.0% 
8.8% 

9.2% 

9.4% 

9.0% 

Average 9.2% 

Staffs multi-stage DCF estimate of the cost of equity for the sample water utilities is 9.2 

percent. 

What is Staffs overall DCF estimate of the cost of equity for the sample utilities? 

Staffs overall DCF estimate of the cost of equity for the sample utilities is 8.9 percent. Staff 

calculated an overall DCF cost of equity estimate by averaging Staffs constant growth DCF 

(8.6 percent) and Staffs multi-stage DCF (9.2 percent) estimates, as shown in Schedule JAC- 

3. 

VIII. FINAL COST OF EQUITY ESTIMATES FOR EWAZ 

Q. 

A. 

Please compare EPCOR's capital structure to that of Staffs seven sample companies. 

The average capital structure for the sample water utilities is composed of 47.6 percent debt 

and 52.4 percent equity, as shown in Schedule JAC-4. In contrast, the Company-proposed 

consolidated capital structure for EPCOR's Mohave Water, Mohave Wastewater, Paradise 
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Valley Water and Sun City Water districts is composed of 59.76 percent debt and 40.24 

percent equity, while that of its Tubac Water district on a standalone basis is comprised of 

59.84 percent debt and 40.16 percent equity. Thus, because the capital structures of the 

Company’s five EWAZ districts are more highly leveraged than that of Staffs sample average 

water utihty, EPCOR stockholders bear more financial risk than do equity shareholders of the 

sample utilities. 

Q. 

A. 

Q. 

A. 

Does Staff recommend that an upward adjustment be made to the Company’s cost of 

equity to give recognition to its increased exposure to financial risk? 

No. Staff considers a capital structure lying within the range of 60 percent debt / 40 percent 

equity to be reasonably well balanced and economically efficient. As noted above, each of the 

two Company-proposed capital structures in this docket meet this criterion; therefore, Staff 

does not recommend that an upward financial risk adjustment be made to the Company’s 

cost of equity in this proceeding. 

Does Staff feel there are additional considerations as to why no upward financial risk 

adjustment should be made to the Company’s cost of equity in this proceeding? 

Yes. As noted earlier, the long-term replacement debt allocated to each of the five EWAZ 

districts in this proceeding is non-amortizing debt, and as such the outstanding principal 

balance of this debt will remain unchanged until maturity. Assuming for a moment this were 

not the case, and that instead the Company’s long-term debt were comprised of amortizing 

debt; in this scenario, the equity component within the capital structure of each EWAZ 

district would be expected to rise over time,30 as the outstanding principal balance of long- 

term debt would fall with each debt service payment made, thus reducing the Company’s 

30 In the instant docket, this is evidenced by Staffs recommended capital structure for the Tubac Water district being 
higher (41.47 percent) than that proposed by the Company (40.16 percent), due to Staff updating its recommended capital 
structure to give recognition to amortization of WIFA debt principal through December 31,2014. 



Direct Testimony of John A Cassidy 
Docket No. WS-01303A-14-0010 
Page 39 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

2c 

21 

22 

Q. 

A. 

Q. 
A. 

exposure to financial risk. Capital budgeting decisions made by EPCOR management, 

however, effectively preclude this scenario from happening, as the long-term debt used to 

fund its EWAZ utility properties is almost exclusively non-amortizing debt31 Accordingly, it 

is Staffs position that an election on the part of EPCOR to finance its utility plant investment 

with non-amortizing debt should not serve as justification for an upward financial risk 

adjustment being made to the Company’s cost of equity in this proceeding, as exposure to 

financial risk can be mitqpted through the use of amortizing debt. 

Did Staff consider factors other than the results of its technical models in its cost of 

equity analysis? 

Yes. In consideration of the relatively uncertain status of the economy and the market that 

currently exists, Staff is proposing an upward economic assessment adjustment to the cost of 

equity. In this case, Staff recommends a 60 basis point (0.6 percent) upward economic 

assessment adjustment, as shown in Schedule JAC-3. 

What is Staffs recommended cost of equity for EPCOR? 

Staff recommends a cost of equity of 9.5 percent for the Company, based on cost of equity 

estimates for the sample companies of 8.6 percent for the constant-growth DCF model and 

9.2 percent for the multi-stage DCF model. Staff recommends adoption of a 60 basis point 

upward economic assessment adjustment, resulting in a 9.5 percent Staff-recommended cost 

of equity, as shown in Schedule JAC-3. 

31 As shown in the Company’s Schedule D-2 Revised, at the parent level EPCOR’s EWAZ utility properties were funded 
by long-term debt of $231,761,134 as of the June 30,2013 test-year end. Of this total, $231,000,000 consists of non- 
amortizing replacement debt, with the remaining $761,134 comprised of amortizing WIFA loan debt. Thus, non- 
amortizing debt comprises 99.67% of total Epcor long-term debt ($231,000,000/$231,761,134), while amortizing debt 
comprises only 0.33% ($76 1,134/$23 1,761,134). 
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IX. RATE OF RETURN RECOMMENDATION 

Q. 

A. 

What overall rate of return did Staff determine for EPCOR? 

Staff determined a consolidated 6.4 percent ROR for the Company’s Mohave Water, Mohave 

Wastewater, ParaQse Valley Water and Sun City Water districts, as shown in Schedule JAC-1 

and the following table: 

Four Districts - Consolidated 
Weighted 

Weight Cost Cost 
Long-term Debt 59.76% 4.3% 2.6% 
Common Equity 40.24% 9.5% 3.8% 

Overall ROR 6.4% 

For the Company’s Tubac Water &strict, on a standalone basis Staff determined a 6.2 percent 

ROR, as shown in Schedule JAC-1 and the following table: 

Tubac Water District - Stand Alone Basis 
Weighted 

Weight Cost Cost 
Long-term Debt 58.53% 4.0% 2.3% 
Common Equity 41.47% 9.5% 3.9% 

Overall ROR 6.2% 

X. STAFF RESPONSE TO COMPANY’S COST OF CAPITAL WITNESS MS. PAULINE 

M. AHERN 

Q. Please summarize Ms. Ahern’s analyses and recommendations. 

A. Ms. Ahem recommends a 10.7 percent cost of equity based on estimates derived from the 

single-stage constant growth DCF model, two risk premium (“RPM’) models (the PreQctive 

Risk Premium ModelTM (“PRPMm”) and a Risk Premium Model using an Adjusted Total 
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Market Approach), and two CAPM models (the Traditional CAPM and the Empirical 

CAPM) for a proxy group of nine sample companies. Ms. Ahern derives an estimated 

medlan cost of common equity of 8.37 percent from her DCF model, an estimated cost of 

common equity of 11.25 percent from her two RPM models, and an estimated cost of 

common equity of 9.93 percent from her two CAPM models. She concludes that the 

indicated cost of common equity to her sample group of companies before adjustments for 

risk is 9.95 percent, based upon the results obtained from her DCF, RPM and CAPM models. 

To this 9.95 percent indicated cost of equity figure, Ms. Ahem adds an upward 44 basis point 

credit risk adjustment and an upward 30 basis point business risk adjustment, thus arriving at 

an indicated cost of common equity of 10.69 percent. Ms. Ahem recommends a cost of 

common equity of 10.70 percent for EPCOR. Her overall recommended rate of return for 

the Company is 6.87 percent. 

For purposes of her single-stage constant growth DCF analysis, Ms. Ahem (i) relies 

exclusively on analysts’ forecasts for EPS growth to estimate the dividend growth (g> 

component (See Exhibit PMA-DT 2, Schedule 5, p. l), (ii) utihes a 60-day average stock 

price (Po) to calculate an average dmidend (Do/Po) yield (See Exhibit PMA-DT 2, Schedule 5, 

p. 1, Note l), and (iii) makes a semi-annual compounding adjustment to the expected 

dividend yield (D1/Po) component to reflect the periodic payment of dividends (See Exhbit 

PMA- DT 2, Schedule 5, p. 1, Note 4). 

For purposes of her CAPM, ECAPM and PRPMTM analyses, Ms. Ahem employs an inflated 

risk free &) rate of 4.31 percent; a figure representing the forecasted average of 30-year U.S. 

Treasury Note yields obtained from Blue Chip Financial Forecasts covering (i) the 18-month 

period, 4 4  2013 - Q1 2015, (ii) the five year period, 2015-2019, and (iii) the six year period, 

2020-2025 (See Exhibit PMA-DT 2, Schedule 8, Page 2, Note 2). 
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Q- 

A. 

Q. 

A. 

You stated that based upon the results obtained from her DCF, RPM and CAPM 

models, Ms. Ahern concludes that the indicated cost of common equity to her sample 

group of companies before adjustments for risk is 9.95 percent. As presented in her 

summary cost of equity schedule, does this 9.95 percent cost estimate represent the 

arithmetic mean of her DCF, RPM and CAPM cost of equity estimates? 

No. As presented in Exhibit PMA-DT 2, Schedule 1, Ms. Ahem’s indicated cost of common 

equity is shown to be 9.95 percent, based upon cost of equity estimates of 8.37 percent, 11.25 

percent and 9.93 percent from her DCF, RPM and CAPM models, respectively. However, 

the arithmetic mean of these thee individual cost of equity estimates equates to an indicated 

cost figure of 9.85 percent ((.0837 + .1125 + .0993)/3 = .0985), not the 9.95 percent figure 

reported by Ms. Ahem. Thus, Ms. Ahem’s indicated cost of common equity prior to 

consideration of adjustments for credit/business risk has been overstated by 10 basis points. 

Did Staff inquire as to how Ms. Ahern arrived at her 9.95 percent pre-adjustment 

indicated cost of common equity for the Company? 

Yes. Staff issued two separate data requests to the Company requesting an explanation as to 

how the results of each cost of common equity model employed by Ms. Ahern had been 

weighted for purposes of arriving at thls 9.95 percent pre-adjustment cost rate, and the 

reason(s) Ms. Ahern believed the relative weightings accorded each model were appropriate. 

On each occasion, however, as shown in Attachment JAC- A and Attachment JAC- E, the 

Company’s response proved to be non-responsive to the question asked.32 

32 Staffs initial data request was issued as STF JAC 9.1; after failing to be responsive to Staffs initial data request, a 
second data request was issued the Company, as STF JAC 13.1. The Company’s response to each is contained in 
Attachments JL4C - A and JAC - E. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Direct Testimony of John A Cassidy 
Docket No. WS-O1303A-14-0010 
Page 43 

Ms. Ahern’s DCF AnabxiJ 

Q. 

A. 

Q. 

A. 

Does Staff have any comments on Ms. Ahem’s sole reliance on analysts’ forecasts of 

EPS growth rates to estimate dividend growth rate (g) in her DCF analysis? 

Yes. Exclusive reliance on analysts’ forecasts of earnings growth to forecast DPS is 

inappropriate because it assumes that investors do not give consideration to other relevant 

information such as historical dividend and earnings growth. Generally, analysts’ forecasts 

are known to be overly optimistic. Sole use of analysts’ forecasts to calculate the expected 

dividend growth rate, 0, serves to inflate that component of the DCF model and, 

consequently, the estimated cost of equity. The appropriate growth rate to use in the DCF 

model is the dmidend growth rate expected by investors, not by analysts. Investors are 

assumed to be rational, and as such will want to take into consideration all relevant available 

information prior to makmg an investment decision. Therefore, it is reasonable to assume 

that investors would consider both hstorical measures of past growth, as well as analysts’ 

forecasts of future growth, similar to the balanced approach used by Staff when estimating 

the dividend growth (g> rate in Staffs constant-growth DCF model. 

Does Staff have evidence to support its assertion that exclusive reliance on analysts’ 

forecasts of earnings growth in the DCF model would result in inflated cost of equity 

estimates? 

Yes. Experts in the financial community have commented on the optimism in analysts’ 

forecasts of future A study cited by David Dreman in his book Contrarian 

Investment Strategies: The Next Generation found that Valzte Line analysts were optimistic in their 

forecasts by 9 percent annually, on average for the 1987 - 1989 period. Another study 

33 Seigel, Jeremy J. Stocks for the Lone Run. 2002. McGraw-Hill. New York. p. 100. Dreman, David. Contrabun 
Investment Stratepiex The Next Generation. 1998. Simon & Schuster. New York. pp. 97-98. Malkiel, Burton G. A Random 
Walk Down Wallstreet. 2003. W.W. Norton & Co. New York. p. 175. 
Testimony of Professors Myron J. Gordon and Lawrence I. Gould, consultant to the Trial Staff (Common Carrier 
Bureau), FCC Docket 79-63, p. 95. 
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conducted by David Dreman found that between 1982 and 1997, analysts overestimated the 

growth of earnings of companies in the S&P 500 by 188 percent. 

Burton Malkiel, of Princeton University, conducted a study of the 1- and 5-year earnings 

forecasts made by some of the most respected names in the investment business. His results 

showed that when compared with actual earnings growth rates, the 5-year forecasts made by 

professional analysts were far less accurate than estimates derived from several naive 

forecasting models, such as the long-run growth rate in national income. In the following 

excerpt from his book, A Random Walk Down Wall Street, Professor Malkiel discusses the 

results of his study: 

When confronted with the poor record of their five-year growth 
estimates, the searip anabsts honestb, ;f she@ish&, admitted that j v e  yean 
ahead is real& too far in advance to make mliablepmjections. They protested 
that although long-term projections are admittedly important, they 
really ought to be judged on their ab5ty to project earnings changes 
one year ahead. Believe it or not, it tumed out that their one-year 
forecasts were even worse than their five-year projections. 

The analysts fought back gamely. They complained that it was unfair 
to judge their performance on a wide cross section of industries, 
because earnings for high-tech firms and various “cyclical” 
companies are notoriously hard to forecast. ‘T? us on utilities,” one 
ana& conjdent& asserted At the time thy were considered among the most 
stable group o f  companies because ofgovernment rqzllation. So we tried it and 
thy didn’t like it. Even the forecasts for the stable zltilities were far of the 
mark.34 (Emphasis added) 

Q. 

A. 

Are investors aware of the overestimation problems associated with analysts’ 

forecasts? 

Yes. In addition to books, there are numerous published articles appearing in The Wall Street 

Jozlrnal and other financial publications that cast doubt on the accuracy of research analysts’ 

34 Malkiel, Burton G. A Random Walk Down Wall Street. 2003. W.W. Norton & Co. New York. p. 175 
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forecasts.35 Investors, being keenly aware of these inherent biases in forecasts, wdl use other 

methods to assess future growth. 

Q. 
A. 

Q. 

A. 

Should DPS growth be considered in a DCF analysis? 

Yes. As previously stated in Section VI of thls testimony, the current market price of a stock 

is equal to the present value of all expected future dividends, not future earnings. Professor 

Jeremy Siege1 from the Wharton School of Finance stated 

Note that the price of the stock is always equal to the present value 
of all future dividends and not the present value of future earnings. 
Earnings not paid to investors can have value only if they are paid as 
dividends or other cash disbursements at a later date. Valuing stock 
as the present discounted value of future earnings is manifestly wrong 
and greatly overstates the value of the firm.36 

For valuation purposes, therefore, earnings paid out in the form of a dmidend have 

paramount relevancy to investors. Dividends, unlike earnings, cannot be manipulated or 

overstated. Thus, historical DPS growth should receive appropriate consideration when 

estimating the market cost of equity in the DCF model. 

Does Staff consider Ms. Ahern’s use of a 60-day average stock price to b appropriate 

for purposes of calculating the current dividend (D,/P,) yield in the constant growth 

DCF model? 

No. The current dividend yield (Do/Po) component in the DCF model is best reflected by 

use of a current spot price, not an historical average stock price. Use of average stock prices 

35 Smith, Randall & Craig, Suzanne. “Big Firms Had Research Ploy: Quiet Payments Among Rivals.” The W a l  Street 
Journal. April 30, 2003. Brown, Ken. “Analysts: Still Coming Up Rosy.” The Wallstreet Journal. January 27, 2003. p. C1. 
Karmin, Craig. “Profit Forecasts Become Anybody’s Guess.’’ The W a l  Street Journal. January 21, 2003. p. C1. 
Gasparino, Charles. ‘‘Mer& Lynch Investigation Widens.” The WallStreet Journal. April 11,2002. p. C4. Elstein, Aaron. 
“Earnings Estimates Are All Over the Map.” The WallStreet Journal. August 2, 2001. p. C1. Dreman, David. “Don’t 
Count on those Earnings Forecasts.” Forbex. January 26, 1998. p. 110. 
36 Seigel, Jeremy J. Stocks for the Long- Run. 2002. hfcGraw-Hill. New York. P. 93. 
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to calculate the current dividend yield employs stale information and is not reflective of 

current investor expectations. 

Q. 

A. 

Q. 

A. 

How does Staff respond to Ms. Ahern’s assertion that “it is more imperative than ever 

to not give exclusive, primary or even simply greater reliance to the DCF analysis at 

this time?”37 

Staff respectfully disagrees with tlus assertion. As noted in her direct testimony, Ms. Ahem 

openly acknowledges that the DCF model is market based, stating that “market prices are 

utilized in developing the dividend yield component of the While it is true that 

equity valuations have risen in the capital markets over the last several years, resulting in a 

consequential decline in dividend yields, this circumstance is reflective of the market cost of 

equity having fallen. Unlike other cost of equity estimation models, the DCF intrinsically 

links the price investors are willing to pay for a security to the return yielded on that 

investment. Thus, to disregard cost of equity estimates derived from the DCF at this time 

would be to ignore the fact that in today’s marketplace investors must pay more for a gven 

unit of return. 

Does Staff agree with Ms. Ahem that cost of equity estimates derived from the DCF 

model should not be relied upon due to the market value of utility company common 

stock exceeding book value @e., market-to-book ratio greater than 1.0)’ and the 

prospect that they will continue to do so? 

No. As discussed in Staffs direct testimony, Staffs constant growth DCF model includes a 

stock financing growth (VJ) term, giving recognition to the circumstance where a sample 

company’s market-to-book ratio exceeds 1.0. As shown in Schedule JAC-6, Staffs sample 

average VJ term is 2.6 percent, and is a component of both Staffs hstorical- and projected 

37 Ahern Direct, p. 26, lines 13-15. 
38 Ahem Direct, p. 19, lines 9-10. 
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sustainable dividend growth estimates. Furthermore, as shown in Schedule JAC-8, Staffs 6.9 

percent projected sustainable growth estimate is the highest among the six measures used to 

estimate dividend growth in Staffs constant growth DCF model. 

Q- 

A. 

Q. 

A. 

Does the inclusion of a stock financing growth (vs) term in Staffs constant growth 

DCF model render moot the market-to-book ratio issue raised by Ms. Ahern in her 

testimony? 

Yes, as inclusion of the us term in Staffs constant growth DCF model assumes the average 

market-to-book ratio for Staffs sample group of companies is expected to remain above 1 .O. 

You stated earlier that for purposes of computing a DCF indicated cost of equity, for 

each sample company Ms. Ahern made a semi-annual adjustment to the expected 

dividend yield (DJP,,) component to reflect the periodic payment of dividends (See 

Exhibit PMA- DT 2, Schedule 5, p. 1, Note 4). What is Ms. Ahern’s stated 

justification for making such an adjustment? 

In her testimony,3’ Ms. Ahem states that because dvidends are paid on a quarterly basis, “an 

adjzlstment must be made to the dividendyield (emphasis added).” Ms. Ahem acknowledges that 

DCF theory calls for use of the “full growth rate” &e., the expected dividend, D1) in the 

dmidend yield component, but expresses concerns that the dividend yield might be overstated 

without such a semi-annual adjustment. Accordingly, in order to be “conservative” (emphasis 

added) in approach, Ms. Ahem elects to utilize only “one-half the annual dividend growth 

rate in the dividend yield component, or D1,2”’ 

39 Ahem Direct, p. 20, lines 14-25. 
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Q. 

A. 

Q- 

A. 

Q. 

A. 

Had Ms. Ahern not made such a semi-annual adjustment, would her sample average 

(8.86 percent) and sample median (8.37 percent) DCF cost of equity estimates have 

been higher, or lower? 

Had she not made this adjustment, both Ms. Ahem’s sample average and sample median 

DCF cost of equity estimates would have been bigber. 

Did Staff prepare a restatement of Ahern Exhibit PMA- DT 2, Schedule 5 (Page 1) to 

demonstrate how use of a semi-annual adjustment to the expected dividend yield 

causes a reduction to Ms. Ahern’s sample average and sample median DCF cost of 

equity estimates in this proceeding? 

Yes. As shown in Exhbit JAC-A, Staff Restatement No. 1 to Exhibit PMA- DT 2, Schedule 

5 (page 1) presents Ms. Ahern’s DCF cost of equity methodology with a semi-annual 

adjustment made to the expected dividend (D1,2/Po) yield in columns [A] - m, whde columns 

[GI - w] present the same calculation utilizing an unadjusted expected dwidend (D1/Po) 

yield. As can be seen, had no semi-annual adjustment been made to the expected dvidend 

yield, Ms. Ahem’s average DCF indicated cost of equity would have been 8.94 percent (8 

basis points higher than her 8.86 percent DCF average cost estimate), while her me&an DCF 

indcated cost of equity would have been 8.45 percent (8 basis points hgher than her 8.37 

percent DCF median cost estimate). 

Does Staff agree with Ms. Ahern that a semi-annual adjustment “must be made to the 

dividend yield?” 

No. Ms. Ahem’s use of such an adjustment is an election on her part, as DCF theory does 

not require that such an adjustment be made. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

In Staffs judgment, does Ms. Ahern appear similarly “con~ervative” in approach 

when obtaining cost of equity estimates from her other cost of equity estimation 

models in this proceeding? 

No, she does not. 

For purposes of her proposed DCF cost of equity estimate in this proceeding, Ms. 

Ahern relies on the median 8.37 percent estimate rather than the higher 8.86 percent 

sample average estimate, correct? 

Yesa As shown in Exhbit PMA- DT 2, Schedule 5 (Page l), Ms. Ahem elected to adopt the 

lower 8.37 percent sample median estimate rather than the hlgher 8.86 percent sample 

average estimate as her proposed DCF cost of equity estimate in this proceeding. Had Ms. 

Ahem instead elected to adopt the sample average estimate, her proposed DCF cost of equity 

estimate would have been 49 basis points higher (.0886 - .0837 = .0049). 

Does Staff have reason to believe that Ms. Ahern’s DCF methodology significantly 

understates the 8.37 percent median DCF cost of equity she relies upon in this 

proceeding, and if so, how? 

Yes, Ms. Ahern’s DCF methodology sipficantly understates the median cost of equity 

estimate derived from her constant growth DCF model. In accordance with DCF theory, the 

dividend growth (g) rate in the constant growth DCF model is assumed to continue into 

infinity. However, a review of Exhibit PMA- DT 2, Schedule 5 (Page 1) inlcates that Ms. 

Ahern utilizes a five-year projected EPS growth rate obtained for each sample company as 

the i n h t e  dividend growth rate used to compute a DCF indicated cost of equity for each 

sample company. Column 6 of Exhibit PMA- DT 2, Schedule 5 (Page 1) presents the 

dividend growth (9> rates used by Ms. Ahem in her DCF analysis and as can be seen, among 

40 Ahem Direct, pp. 21-22,23:7. 
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her sample companies the hghest five-year projected EPS growth rate obtained was for SJW 

Corporation (10.75 percent) and the lowest was for American States Water (3.00 percent). 

Not surprisingly, as shown in column 8 of Exhibit PMA- DT 2, Schedule 5 (Page l), the 

hghest indicated cost of equity obtained from Ms. Ahern’s DCF model was for SJW 

Corporation (13.53 percent) while the lowest was for American States Water (5.98 percent), 

whch equates to a range of estimates of 755 basis points (.1353 - .0598 1 .0755). For 

obvious reasons, when computing a sample average and a sample median from a range of 

values varying to this degree, the sample median can be expected to be lower than the sample 

average. Had Ms. Ahern instead u h e d  an overall sample average dividend growth (9> rate in 

the computation of her DCF indicated cost of equity for each sample company, her sample 

medlan DCF estimate would have been significantly higher. 

Q. 

A. 

Q. 
A. 

Is use of a sample average dividend growth (9) rate in the constant growth DCF 

model consistent with DCF theory? 

Yes, because the dividend growth rate used in the constant growth DCF model is assumed to 

remain constant into infinity. Therefore, use of a sample average dividend growth rate to 

compute the estimated DCF cost of equity for each sample company better reflects a 

dividend growth rate that might reasonably be expected to continue into infinity, as opposed 

to the unreasonably high (10.75 percent) and low (3.00 percent) growth rates u&ed by Ms. 

Ahem for SJW Corporation and American States Water, respectively, in her DCF analysis. 

What is Ms. Ahern’s sample average DCF dividend growth (g) rate? 

Although not presented in Exhibit PMA- DT 2, Schedule 5 (Page l), Staff determined MS. 

Ahem’s sample average dividend growth rate to be 5.75 percent, as shown in column [B] of 

Staff Exhibit JAC-A. 
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Q. 

A. 

Did Staff prepare a restatement of Ahern Exhibit PMA- DT 2, Schedule 5 (Page 1) to 

demonstrate how use of this 5.75 percent sample average dividend growth (9) rate 

would have increased the sample median DCF estimate Ms. Ahern relies upon in this 

proceeding? 

Yes. As shown in Exhibit JAC-B, Staff prepared a second restatement to Exhibit PMA- DT 

2, Schedule 5 (Page 1) utilizing her 5.75 percent overall sample average hvidend powth (g> 

rate in the computation of a DCF indicated cost of equity estimate for each sample company. 

As can be seen, Columns [A]-m present Staffs restatement to Ms. Ahem’s DCF 

methodology with a semi-annual adjustment made to the expected dividend @I,2/Po) yield. 

As shown, when applying the 5.75 percent sample average dividend growth rate to each 

company, there is no chunge to Ms. Ahern’s 8.86 percent sample average DCF indicated cost of 

equity (i.e., it remains at the level reported in column 8 of Exhibit PMA- DT 2, Schedule 5 

(Page 1)); however, Ms. Ahern’s sample median DCF inlcated cost of equity rises to a level 

of 8.78 percent, a fLgure 4 1 busispoints higher than the 8.37 percent sample median estimate she 

relies upon for purposes of her DCF analysis. As shown, columns [GI-K] of Exhbit JAC-B 

present the same calculation, but utilizing an unadjusted expected dividend (D1/Po) yield. As 

can be seen, had no semi-annual adjustment been made to the expected lvidend yield and a 

5.75 percent sample average dividend growth (g) rate been applied to each sample company, 

Ms. Ahem’s average DCF indicated cost of equity would have been 8.95 percent (9 basis 

points hgher than the 8.86 percent DCF average cost estimate reported in column 8 of 

Exhibit PMA- DT 2, Schedule 5 (Page l)), while her median DCF inlcated cost of equity 

would have increased to 8.86 percent, a figure equal to her origmal average DCF cost of equity 

estimate and 49 basispoints higher than the 8.37 percent sample median estimate she relies upon 

for purposes of her DCF analysis in this proceeding. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Direct Testimony of John A Cassidy 
Docket No. WS-O1303A-14-0010 
Page 52 

Q. In light of the above, would it be unreasonable to conclude that Ms. Ahern may 

intentionally be trying to keep her DCF estimated cost of equity low to enhance her 

assertion that cost of equity estimates derived from the DCF model not be relied upon 

in this proceeding? 

No. I believe a reasonable observer might draw that conclu~ion.~~ A. 

Ms. Ahern’s Risk Premium AnabsiJ 

Q. 
A. 

Q. 

A. 

Please discuss Ms. Ahern’s Risk Premium cost of equity methodology. 

Ms. Ahern’s risk premium methodology incorporates estimates derived from two risk 

premium models, using a proxy group of nine publicly-traded water companies. Ms. Ahern’s 

primary risk premium model is the Predictive Risk Premium ModelTM (“PRPMmYy), which 

produces a median estimated cost of equity of 11.68 percent, as shown in Exhibit PMA-DT 

2, Schedule 7 (Page 2). Her secondary model is a f isk Premium Model using an Adjusted 

Total Market Approach, which produces an estimated cost of equity of 9.96 percent, as 

shown in Exhibit PMA-DT 2, Schedule 7 (Page 3). Using the results derived from these two 

risk premium models, Ms. Ahern’s risk premium methodology generates an “average” 

estimated cost of equity of 11.25 percent, as shown in Exhbit PMA-DT 2, Schedule 7 (Page 

1). 

Does Ms. Ahern’s 11.25 percent “average” risk premium cost of equity estimate 

represent the arithmetic mean (i.e., simple average) of the cost of equity estimates 

derived from her two risk premium models? 

No, it does not. Ms. Ahem’s 11.25 percent risk premium estimate is an unbalanced weighted 

average cost, with the cost of equity results obtained from her PRPMTM model assigned a 75 

4* As shown in Exhibit PMA-DT 2, Schedule 8 (Page l), for purposes of her CAPM and ECAPM analyses Ms. Ahem 
again relies on the sample median, rather than the sample average, indicated cost of equity estimate; however, for these 
cost of equity estimation models the 9.93 percent sample median estimate exceeds by 8 basis points the 9.85 percent sample 
average estimate. 
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percent weight, and those from her Risk Premium Model using an Adjusted Total Market 

Approach assigned a 25 percent weight. Had Ms. Ahem given equal weight (i.e., 50 percent) 

to the results of her two risk premium models, her risk premium cost of equity estimate 

would have been 10.82 percent, a figure 43 basis points lower than her unbalanced 11.25 

percent weighted average estimate (.1125 - .lo82 = .0043). 

Q. 

A. 

Q. 

A. 

What is the range of estimates for the cost of equity obtained ftom Ms. Ahern’s 

PRPMTM model for her proxy group of companies? 

As shown in Exhibit PMA-DT 2, Schedule 7 (Page 2), the cost of equity estimates obtained 

from Ms. Ahern’s PRPMm model range from a high of 21.76 percent for American Water 

Works to a low of 10.42 percent for Connecticut Water. These cost of equity results equate 

to a total range of 1,134 basis points (.2176 - .lo42 = .1134). As shown, Ms. Ahem’s 

PRPMm sample average @.e., arithmetic mean) cost of equity estimate is 13.67 percent, while 

her PRPMT*‘ sample medlan estimate is 1 1.68 percent. 

What is Ms. Ahern’s stated reason for relying on the median 11.68 percent PRPMTM 

cost of equity estimate in her risk premium analysis, rather than the higher 13.67 

percent PRPMTM arithmetic mean estimate? 

Ms. Ahem states that she relies on the median estimate due to the wide range of results 

obtained from the PRPMTM model, and her desire not to give undue weight to any high or 

low outliers.42 

42 See Ahern Direct, pp. 28-29,241. 
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Q. 

A. 

Q. 

A. 

Does Staff find Ms. Ahern’s risk premium methodology to be consistent with her 

stated desire not to give undue weight to any high or low cost of equity outliers 

obtained from the PRPMTM model? 

No. Given the 

magnitude of the range of estimates obtained from the PRPMTM model, and in view of Ms. 

Ahem assignmg a 75 percent weight to the median cost of equity results obtained therefrom, 

her risk premium methodology gives sipficant weight to the PRPMTM cost of equity 

estimates which exceed her 11.68 percent sample medlan PRPMT” estimate. A review of 

Ahem Exhibit PMA-DT 2, Schedule 7 (Page 2), indicate these would include the PRPMm 

cost of equity estimates for American Water Works (21.76 percent), Aqua America (17.82 

percent), York Water (1 5.71 percent), and Artesian Resources (12.33 percent). 

In fact, Ms. Ahem is very inconsistent with regards to this statement. 

In light of the above noted inconsistency, did Staff quantify the effective PRPMTM cost 

of equity cost rate used by Ms. Ahern in arriving at her 11.25 percent estimated risk 

premium cost of equity? 

Yes. As shown in Exhibit JAC-C, Staff prepared a restatement of Ms. Ahem’s Exhibit PMA- 

DT 2, Schedule 7 (Page l), which presents a summary of her risk premium results. Scenario 

[A] presents Ms. Ahem’s actual weighted average risk premium cost of equity calculation, 

which assigns a 75 percent weight to her median 11.68 percent PRPMTM cost of equity 

estimate to arrive at her overall 11 2 5  percent risk premium estimate. As shown in scenario 

[B], however, Ms. Ahem’s effective PRPMTM cost of equity estimate is shown to be 12.54 

percent. In solving for this effective cost rate, Staffs calculation assigns a 50 percent weight 

to the cost of equity results obtained from each risk premium model, and assumes that the 

average @.e., arithmetic mean) risk premium cost of equity remains at 11.25 percent. As 

shown, this 12.54 percent effective PRPMT“ cost rate exceeds by 86 basis points the 11.68 
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percent median PRPMm cost rate Ms. Ahern purports to rely upon in her risk premium 

methodology (.1254 - .1168 = .0086). 

Q. 
A. 

Q. 
A. 

Please provide a general discussion of Ms. Ahem’s PRPMTM model. 

As described in her direct testimony: Ms. Ahern’s PRPMTh‘ model borrows upon the work 

of Robert F. Engle, a Nobel Prize winning economist for his ‘methods of analyzing economic 

time series with time-varying volaullty (“ARCH”)’, with ARCH standing for autoregressive 

condltional heteroskedasticity. When explaining the PRPMThf, Ms. Ahern states that in 

financial markets, “volatility changes over time and is related from one period to the next,” 

and that Engle discovered that “volaullty in prices and returns also clusters over time, making 

it highly predictable and avdable to predict future levels of risk and risk premiums.” Ms. 

Ahem goes on to say that the PRPMTM model “estimates the risk/retum relationship directly 

by analyzing the actual results of investor behavior,” thus eliminating the need for “mkyective 

judgments as to the inpzts required for the application of other cost of common equity models” 

(emphasis added). In closing on this point, Ms. Ahem states that the PRPMTM is based not 

upon “an estimate of investor behavior, but rather upon the evaluation of the results of that 

behavior, i.e., the variance of historical equity risk premiums, in other words, the predicted 

equity risk premium is generated by the prediction of volatility (risk).” 

What are the inputs to Ms. Ahern’s PRPMTM model? 

As noted in her testimonyYM the inputs to the PRPMTM model are the historical [monthly] 

returns on the common shares of each company in the proxy group minus the hstorical 

43 Ahern Direct, pp. 27-28, 14:7. 
Ahern Direct, p. 28, lines 11- 20. 44 
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monthly yield on long-term U.S. Treasury securities through September 2013: and a 

forecasted 4.31 percent risk-free rate. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

In the derivation of her PRPMTM equity risk premiums, does Ms. Ahern give equal 

weight to all historical periods in the time series through September 20l3? 

Apparently not. In her testimony, Ms. Ahem states that, “greater weight isgiven to more recent time 

periods, in contrast to reliance upon the arithmetic mean premizm which gives equal weight to each observed 

premium (emphasis added).”% 

As described in her testimony, how does Ms. Ahern compute a PRPMTM derived 

equity risk premium for each of her nine sample companies? 

As noted in her testimony4’, Ms. Ahern states that “using a generalized form of ARCH, 

known as GARCH @e., Generahed Autoregressive Conltional Heteroskedasticity], each 

water company’s projected equity risk premium was determined using EviewsO statistical 

software.” 

Is it accurate to say that among the cost of equity estimation models employed by Ms. 

Ahern in this docket, she relies most heavily on cost of equity estimates derived from 

the PRPMTM model? 

Yes. Not only is the PRPMTM model Ms. Ahern’s primary cost of equity estimation model in 

this proceeding, but PRPMTM derived cost of equity metrics permeate her entire analysis. As 

will be discussed, with the exception of her single-stage constant growth DCF model, Ms. 

Ahem’s cost of equity methodology incorporates PRPMm derived metrics in both her 

45 A review of the work papers supporting hls. Ahem’s Exhibit PMA-DT 2, Schedule 7 (Page 2) reveal that these inputs 
are used in the determination of the monthly variances calculated for each of her nine sample companies through 
September 2013; however, the narrative of Ms. Ahern’s direct testimony makes no mention of this. 
46 Ahern Direct, p. 28, lines 7 - 10. 
47 Ahern Direct, p. 28, 13-15. 
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secondary RPM model @e., Risk Premium Model using an Adjusted Total Market L4pproach) 

as well as her CAPM and ECAPM models; the result on each occasion being an increase to Ms. 

Ahern’s estimated cost of equity derived therefrom. 

Q. 

A. 

Q. 

A. 

In view of the importance of the PRPMTM to her cost of equity analysis in this 

proceeding, did Staff find the explanation of the PRPMTM model provided in Ms. 

Ahern’s testimony to be meaningful/satisfactory? 

No. Ms. Ahem’s explanation of the PRPMTM covers less than two pages (pp. 27-28), and fails 

to adequately describe in a meaningful way the methodology employed to determine a 

PRPMTM derived equity risk premium for each of her nine sample companies.48 Furthermore, 

while a review of the work papers supporting Ahem Exhibit PMA-DT 2, Schedule 7 (Page 2) 

provides insights into Ms. Ahem’s PRPMm cost of equity methodology, the critical values 

used to determine her PRPMTM derived equity risk premiums for each sample company have 

been hardcoded into the Excel spreadsheet, thus precludmg any sort of independent analysis 

or verification as to their calculation. 

Is Staff aware of any cost of capital analysts who, when filing testimony before other 

regulatory jurisdictions, have similarly been critical of Ms. Ahern for failing to 

adequately explain the PRPMTM model and/or provide support for her cost of equity 

estimates derived therefrom? 

Yes. Staff conducted research on the internet to identify dockets in other regulatory 

jurisdictions in which Ms. Ahem filed testimony employing cost of equity estimates derived 

from the PRPMTM model. In doing so, Staff located several dockets in which the analyst 

charged with the responsibdtty of responding to Ms. Ahem’s PRPMTM cost of equity 

testimony was critical of both her explanation of the PRPMTM model and lack of support for 

48 In explaining the PRl’MrAt, Ms. Ahern uses the expression, “in other wordc,” (emphasis added) on two separate 
occasions. 
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her PRPMTM cost of equity results. In one such docket, a consultant testifying on behalf of 

the Division of Rate Council for the State of New Jersey was particularly blunt in his 

assessment of Ms. Ahern’s PRPMTM analysis. In response to the question, “How were the 

PRPMTM estimates calculated?,” Mr. Matthew I. Kahal responded as follows: “I cannot 

determine how these values or estimates were calculated, either from the testimony 

description or schedules. It appears to be a ‘black box’ method.”49 

Q. 

A. 

Based upon Staffs review of the work papers supporting Exhibit PMA-DT 2, 

Schedule 7 (Page 2), please describe the methodology used by Ms. Ahem to 

determine a PRPMTM derived equity risk premium for each sample company. 

As shown in Ahem Exhibit PMA-DT 2, Schedule 7 (Page 2), for each of her nine sample 

companies Ms. Ahern’s PRPMThf derived equity risk premium is determined as a function of a 

GARCH coefficient calculated utilizing EviewsO proprietary statistical software, and an 

average variance value. A review of the work papers indicates that for each sample company, 

the average variance value represents the arithmetic mean of all observed monthly variances 

in the time series, with the monthly variances input into the model representing the realized 

monthly retum on the common stock of each sample company minus the historical yield on 

long-term US. Treasury securities for that same rn0nth.j’ As shown in Note 1 of Exhibit 

PMA-DT 2, Schedule 7 (Page 2), each company’s estimated variance is “calculated from first 

available trading month through September 2013.” For each sample company, Ms. Ahem 

then computes a PRPMTM derived equity risk premium by multiplying the GARCH 

49 See Direct Testimony of Matthew I. Kahal(0AL Docket No. PUC 16310-2012N; and BPU Docket No. ER12111052), 
in the Matter oftbe Ven$ed Petition ofJersy Central Power Q Light Companyfor Review andApprovalofInmases in and Other 
Adjustments to its Rates and Chargesfor Ehcttic Service, and for Approval o f  other Proposed Tan f  Revisions in Connection therewith; and 
forApprovalofan Accelerated Rekabikg Enhancement Program (‘2012 Base Rate Filing’?, filed June 14,2013, p. 51. 
httv://www.state.ni.us/ma/docs/ER12111052 TCP&L Base Rate Case Matt Kahal Direct Testimonv.Ddf 
50 As shown in the work papers, Ms. Ahern’s average variance time series incorporates a period spanning a total of 1,052 
months, the period, January 1926 - September 2013. 
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coefficient and average variance values together, adding one (1) to that quantity, and then 

annualizing that figure by raising it to the 12* power and subtracting one (l).’l 

Q. 

A. 

Q. 

A. 

For each sample company, how does Ms. Ahern arrive at her PRPMTM derived 

indicated cost of common equity? 

As shown in Exhibit PMA-DT 2, Schedule 7 page 2), for each sample company Ms. Ahem 

arrives at her PRPMTM indicated cost of equity by adding a forecasted 4.31 percent risk-free 

(RJ rate to the PRPMm derived equity risk premium. 

Does Staff consider use of a forecasted risk-free rate to be appropriate for purposes of 

estimating the market cost of equity? 

No. The appropriate risk-free interest rate to be used is the current rate borne by investors in 

the marketplace. Ms. Ahem’s use of a forecasted risk-free rate serves to overstate the 

estimated market cost of equity derived from her l’RPMm, CAPM and ECAPM models. At 

present, the current 30-year long-term spot Treasury yield is 2.74 percent? which suggests 

that Ms. Ahem’s cost of equity estimates derived from each of these three models has been 

overstatedby 157 basis points (.0431 - .0274 = .0157).53 

51 To illustrate this calculation for American Water Works, Ms. Ahem multiplies the GARCH coefficient (4.769091604) 
by the average monthly variance (0.0028), which equates to a quantity (rounded) of 0.013491 ((4.769091604 * 0.0028) = 
0.013491). To this figure she adds one (i.e., 1.013491), and annualizes that figure by raising it to the 12* power 
(1.013491”12), resultingin the quantity 1.174456. By subtracting one from that quantity (1.174456 - l), Ms. Ahem 
obtains a 17.45 percent (rounded) P R P P  derived equity risk premium for American Water Works, as shown in Exhibit 
PMA-DT 2, Schedule 7 (Page 2). 
j2 As of Staffs December 17,2014 spot-price date, the yleld on the 30-year US. Treasury security was 2.74 percent. 
53 As will be discussed, Ms. Ahern employs this same 4.31 percent forecasted risk free rate in her CAPM and ECAPM 
models. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Is there anything else Staff found troublesome with Ms. Ahern’s proposed 4.31 percent 

forecasted risk-free rate? 

Yes. In t h s  docket three of the five EWAZ districts @.e., Mohave Water, Paradise Valley 

Water and Sun City Water) are s e e h g  authorization for a System Improvement Benefit 

(“SIB”) mechanism which, if approved, would require each district to fde another rate case 

after five years (i.e. in 2020). However, the 4.31 percent forecasted risk-free rate proposed by 

Ms. Ahem incorporates forecasts of 30-year U.S. Treasury Note yields obtained from Bhe 

Chip Financial Forecasts whch extend well beyond this five year period of time. Thus, as 

shown in Exhibit PMA-DT 2, Schedule 8, (Page 2), Note 2, Ms. Ahem needlessly inflates the 

forecasted risk-free rate used in her analysis, as she includes interest rate forecasts extending 

out to the six year period, 2020-2025. 

Earlier you pointed out that in the derivation of her PRPMTM equity risk premiums, 

Ms. Ahern assigns “greater weight’ to “more recent timepenbds,” rather than relying 

on “the arithmetic mean premium which gives equal weight to each observed 

premium,” correct? 

Yes. 

Yet based upon Staff’s review of the work papers supporting Exhibit PMA-DT 2, 

Schedule 7 (Page 2), it appears Ms. Ahern gives “equal weight’ to all observed 

monthly variances in the PRPMTM time series, as the average variance for each 

sample company is computed as an arithmetic mean value, true? 

Yes. As noted earlier, when reviewing the work papers supporting Exhibit PMA-DT 2, 

Schedule 7 (Page 2), Staff determined that the average variance shown for each sample 

company was computed as the arithmetic mean of all monthly variances displayed in the 

PRPM TM ’ tune series for that company. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q- 

A. 

In her testimony, does Ms. Ahern explain how she effectuates giving “greater weight” 

to more recent time periods? 

No, she does not. 

In her testimony, does Ms. Ahern define what is meant by the expression, “more 

recent time periods?” 

No, she does not. 

In light of the above, does Staff have knowledge or information which would shed 

light on this issue? 

Yes. Pursuant to information obtained in a data request, Staff learned of an assumption 

made by Ms. Ahem concerning the date the common stock each of her sample companies 

initially became publicly traded. As will be discussed, in making this assumption the “ j r ~ t  

available trading m ~ n t b ” ~ ~  employed by Ms. Ahern in her PRPM tune series for each sample 

company effectively excludes from consideration all historical monthly return data on the 

common stock of her sample companies which pre-dates the initial monthly variances input 

into the PRPMTM time series. It is in this manner that Ms. Ahem effectuates giving “greater 

weight to more recent timeperiod?’ in the derivation of her PRPMm equity risk premiums. 

T M .  

Please continue with your discussion of the data request prepared by Staff, and Ms. 

Ahern’s response. 

As shown in Note 1 of E h b i t  PMA-DT 2, Schedule 7 (Page 2), for each sample company 

Ms. Ahem’s PRPMTM derived equity risk premium is calculated based upon a time series of 

monthly variances obtained from “first available trading month through September 2013.” 

Staff issued data request JAC 13.8(a-d) to inquire of Ms. Ahem as to what was meant by the 

j4 See Exhibit PMA-DT 2, Schedule 7 (Page 2), Note 1. 
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expression, “jnt available trading month,” and to elicit information as to the date each of her 

nine sample companies initially went public in order to determine if the PRPM tune series 

used for each sample company conformed to the period over which its common stock had 

been publicly traded. Ms. Ahem’s response to Staff Data Request JAC 13.8 is attached as 

Attachment JAC-8. As can be seen, Ms. Ahem responded by stating that for each of her nine 

sample companies, the words tfirst available trading month’ refers to “the first month of data 

provided by the Center for Research in Securities Prices (“CRSP@”) from the University of 

Chcago Booth School of Business.” Ms. Ahern goes on to say that she ‘‘assumes” 

(emphasis added) the first month of data provided by CRSP@ to be “the month in which the 

water companies stock initially went public.” In closing, Ms. Ahem justifies use of CRSP@ 

data for purposes of her PRPMTM time series on grounds that, “[iln any event, the data 

provided by CRSP@ is the longest available series of market data for these companies.” 

TM . 

Q. 

A. 

Q. 

A. 

Did Ms. Ahern provide Staff with the information requested concerning the date each 

of her nine sample companies initially went public? 

No, she did not. 

In light of the above, does Staff have reason to believe that the PRPMTM time series 

utilized by Ms. Ahern for each company in her proxy group may not conform to the 

period over which its common stock has been publicly traded? 

Yes. 
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Q. 

A. 

Q. 

A. 

After reviewing the work papers supporting Ahem Exhibit PMA-DT 2, Schedule 7 

(Page 2), does Staff believe that cost of equity estimates derived from Ms. Ahem’s 

PRPMTM model should be relied upon for purposes of setting rates in this docket? 

No, and for two reasons. First, the critical values used by Ms. Ahern in her PRPMTM analysis 

(i.e., the GARCH coefficient and the monthly variances input into the model for each sample 

company) have been hardcoded into the Excel file, effectively precluding any independent 

verification as to their calculation. Second, the assumption made by Ms. Ahem concerning 

“jkt available trading mo~tb,” is invalid. As will be demonstrated, the monthly inputs to her 

PRPMTM time series for at least five of her nine sample companies do not conform to the 

period over which the common stock of those companies has been publicly traded. The 

most glaring example of this circumstance relates to York Water Company (“York”), an 

investor-owned going concern whose stock has been publicly-traded since the year of the 

company’s founding in 1816,55 for which Ms. Ahern’s PRPMTM time series does not begin 

until February 2001 .56 

Does Staff believe it to be important that the PRPMTM historical time series used by 

Ms. Ahem for each proxy company conform to the period over which its common 

stock has been publicly traded? 

Yes, because the PRPMm is predicated on the notion that a market risk premium for each 

sample company can be obtained from a historical time series of market prices and returns. 

In her testimony, Ms. Ahern identifies the inputs necessary to obtain a PRPMTM derived 

55 Staff sent an e-mail to York’s chief financial officer inquiring as to the date the company’s common shares first became 
publicly-traded. In a response e-mail received from York dated October 8,2014, Staff was informed that York‘s shares 
have been publicly traded since 181 6. 
56 In checking the U. S. Security and Exchange Commission’s Edgar website, Staff found that the earliest Form 10-K 
filing by York Water Company still available on-line was for the year 1995. Exhibit 13 of the 10-K filing for that year 
contained York Water’s 1995 Annual Report to Shareholders, and among the highlights noted in the letter to York 
shareholders written by the Company’s President and Chief Executive Officer was that in 1995 York celebrated both its 
180“ anniversary of doing business, and the issuance of its 500” consecutive dividend to shareholders. 
h m :  / /www.sec.pov /Archives /edcar /data / 1089 85 /0000108985-96-000012.txt 
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equity risk premium as (i) “the historical [monthly] returns on the common shares of each 

company in the proxy group” and (ii) “the historical monthly yield on long-term US. 

Treasury securities through September 2013.”57 It stands to reason, therefore, that a PRPMTM 

derived equity risk premium obtained for each sample company should properly give 

recognition to the fuU period (i.e., time series) over which its common shares have been 

publicly traded. To do otherwise &e., use a shorter, more abbreviated time period) would call 

into question the very thing which Ms. Ahern identifies as being a strength of the PRPMTM 

relative to other cost of common equity models; namely, its ability to elirmnate the need for 

“suLjectivejudgments as to the inputs required” (emphasis added) .58 

Q. 
A. 

Q. 

A. 

What is Ms. Ahern’s PRPMTM cost of equity estimate for York? 

As shown in Ahern Exhibit PMA-DT 2, Schedule 7 (Page 2), the PWMTM derived cost of 

equity estimate for York is 15.71 percent. This cost of equity figure exceeds Ms. Ahem’s 

sample average PRPMTM cost of equity estimate by 204 basis points (.1571 - .1367 = .0204), 

and her sample median PRPMTM cost of equity estimate by 403 basis points (.1571 - .1168 = 

.0403). Furthermore, a review of Exhibit PMA-DT 2, Schedule 7 (Page 2) reveals that among 

her nine sample companies, only American Water Works (21.76 percent) and Aqua America 

(17.82 percent) have higher estimated PRPMTM cost of equity estimates. 

Did Staff’s review of the work papers shed light as to why Ms. Ahern’s PRPMTM cost 

of equity estimate for York was high relative to her proxy group as a whole? 

Yes. As shown in Exhibit PMA-DT 2, Schedule 7 (Page 2), Ms. Ahem’s PRPMTM model 

generated an average variance value of 0.46% for York (among her sample companies, only 

Aqua America had a higher average variance, 0.48’). Upon reviewing the work papers, Staff 

found that the initial monthly variance figures hardcoded into Ms. Ahem’s PRPMTM model 

57 Ahern Direct, p. 28, lines 11-13. 
58 Ahem Direct, p. 28, lines 3-4. 
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for York were significantly higher than those of the other eight sample companies. In fact, 

the initial month @e., February 2001) variance for York exceeded that of the other eight 

sample companies by a factor of 11.495 (2.73% vs 0.2375%), while York‘s initial year @.e., 

first 12 months) average monthly variance exceeded that of the other sample companies by a 

factor of 6.834 (1.70% vs 0.24875’). 

Q. 

A. 

Q. 

A. 

Did Staff inquire of Ms. Ahern as to why the initial PRPMTM monthly variances for 

York were not representative of her proxy group, and if so, what was her response? 

Yes. Staff issued data request JAC 13.9(a) requesting that she explain why the initial monthly 

variances for York were not representative of her sample, and to identify all factors which 

would explain the significant disparities between York and the other eight sample companies. 

Ms. Ahem’s response to Staff Data Request JAC 13.9(a) is attached as Attachment JAC-I. As 

can be seen, Ms. Ahem acknowledges that “York‘s early predicted variances appear out of 

line relative to those of the other water companies,” but provides no insight as to the factors 

explaining this sipficant disparity. Instead, she chooses not to “speculate” as to the reasons 

why York‘s “early predicted variances differ from those of the other eight water companies in 

her proxy group.” 

Does Staff find Ms. Ahern’s characterization of PRPMTM predicted variances obtained 

fiom a time series beginning February 2001 for York as, “early,” to be appropriate? 

No, because York‘s common shares have been publicly traded for almost 200 years (since 

1816). In view of &IS fact, any predicted variances for York derived from a PRPMTM time 

series beginning in February 2001 should more properly be considered, “very recent.” 
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Q. 

A. 

Q. 

A. 

Was Staff able to locate a time series of daily historical stock prices for York on the 

internet which preceded that of Ms. Ahern’s February 2001 PRPMTM time series? 

Yes. Staff located a time series of hstorical stock prices for York on the Yahoo! Finance 

website covering the period, May, 3, 1999 to present.59 This historical time series precedes by 

21 months the February 2001 CRISP@) time series utilized in Ms. Ahem’s PRPMm time 

series. For each trading day, the historical market data provided on the Yahoo! Finance 

website includes York‘s opening stock price, intraday high and low stock prices, closing stock 

price, trading volume, and adjusted closing stock price. Additionally, the Yahoo! Finance 

website displays the date and amount of all quarterly dividends distributed to York 

shareholders on a per share basis, and records all stock splits. 

How far back does Staff believe Ms. Ahern’s PRPMTM historical time series for York 

should extend? 

At a bare minimum, Ms. Ahern’s PRPMTM time series for York should reasonably be 

expected to extend back to January 1926. This is the date her time series begins for the 

calculation of her 10.32 percent PRPMm market equity risk premium @e., January 1926 - 

September 2013),60 and the date her time series begins for purposes of calculating a PRPMm 

average variance for each of her nine sample companies, as shown in the work papers 

supporting Ahem Exhibit PMA-DT 2, Schedule 7 (Page 2). While a time series of market 

data for York going back to January 1926 may not yet have been compiled by CRSP@, that 

circumstance does not serve as justification for Ms. Ahem to arbitranly exclude the monthly 

59 him: / /finance.vahoo.com/s /h~?s=YORV(i&a=4&b=3&c= 1999&d=O&e=2&f=20138c~d&z=66&~=3432 
6o Ahem Exhibit PMA-DT 2, Schedule 8 (Page 2), Note 1. As will be discussed, Ms. Ahern employs this 10.32 percent 
PRPMTM derived market risk premium to obtain the 7.61 percent market risk premium used in her CAPM and EC14PM 
models. 
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Q. 

A. 

variances for York which precede the start of her February 2001 PRPMTM time series. As 

noted, York had the third highest (15.41 percent) PRPMTM estimated cost of equity among 

Ms. Ahem’s sample group of companies, and she, herself, acknowledges that her “early” 

preQctive variances for York are not representative of the sample. To the extent Ms. Ahem 

chooses to estimate the cost of equity utilizing the PRPMTM model, Staff believes it 

incumbent upon her to access the requisite historical data needed to do so, and for York this 

would necessitate a time series extending back at least to January 1926.61 

As noted above, the time series employed by Ms. Ahern for the calculation of her 10.32 

percent PRPMTM market equity risk premium covers the period, January 1926 - 

September 2013. Does use of a time series extending back to January 1926 for 

purposes of calculating a PRPMTM market equity risk premium serve to increase, or 

decrease, Ms. Ahearn’s PRPMTM cost of equity estimates in this proceeding? 

It serves to increase her PRl’MTM derived cost of equity estimates. A review of Ms. Ahem’s 

work papers supporting Ahem Exhbit PMA-DT 2, Schedule 8 (Page 2) indicate that the 

highest market equity risk premiums were observed during the 1930s @e., Great Depression); 

thus, by extending the time series back to January 1926, Ms. Ahem obtains a higher calculated 

market equity risk premium. 

61 It should be noted that a PRPlhPf time series fo York beginnin 
years of market data for the company, as York‘s common stock ha 

in January 1926 effectively excludes the first 110 
been publicly traded since the year 1816. 
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Q. 

A. 

Please identify the other sample companies in Ms. Ahern’s proxy group which Staff 

has reason to believe the PRPMTM time series utilized by Ms. Ahearn may be 

problematic. 

As shown in Exhibit JAC-D, for each sample company in Ms. Ahem’s proxy group, Staff 

conducted research to determine the following: year of foundmg, shown in column [A]; year 

common shares first publicly traded, shown in column p]; date of initial stock split, shown in 

column [C]; year initial common stock dividend paid to shareholders, shown in column p]; 

and period over which common stock dividend has been consecutively paid, shown in 

column [E]. Column Ir’] presents the initial month/year of Ms. Ahem’s PRPMTM time series 

for each sample company. Based upon its findmgs, Staff believes that in addition to York, 

there is good reason to question Ms. Ahem’s PRPM tune series for American States Water 

(“AWR”), California Water (“CWT”), Middlesex Water (“MSEX”), and SJW Corporation 

(“SJW’), as the common shares of these four companies appear to have been publicly traded 

well in advance of the initial month/year of Ms. Aheam’s PRPMTM time series for each. 

Specifically, as shown in Column p3, the common stock of American States Water went 

public in 1936, while the common stock of SJW Corporation did so in 1945; nevertheless, as 

shown in column m, Ms. Ahem’s PRPMTM time series for these companies does not begin 

until January 1973 and March 1972, respectively. As shown in column [C], the common 

stock of California Water experienced an initial stock split in the year 1940, while the 

common shares of ldd lesex  Water experienced a stock split on October 31, 1927; however, 

as shown in column (Fl, for each of these companies, Ms. Aheam’s PRPM tune series does 

not begin until January 1973. 

T h 4 .  

TM . 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

What is a stock split, and why is it evidence that a company’s common shares are 

publicly traded? 

A stock split is typically announced by a company only after the company’s common shares 

have experienced a substantial run-up/increase in market price, the purpose of the stock split 

being to make the Company’s shares seem more affordable to small investors.62 Although the 

number of outstanding shares increases and the price per share decreases, the market 

capitahation @e., value) of the company following a stock split does not change. For 

obvious reasons, therefore, the announcement of a stock split is evidence that a company’s 

common shares are current4 publicly traded, as the stock split is intended to enhance 

marketability and liquiQty ajeer a substantial increase in market price has taken place. 

Does this suggest that the common shares of California Water and S J W  Corporation 

were publicly traded p ~ o r  to the date of the initial stock split shown for each in 

column [C] of Staff Exhibit JAC-D? 

Yes. 

Does Staff concur with the PRPMTM time series utilized by Ms. Ahern for the 

remaining four companies in her proxy group (ie., American Water Works, Aqua 

America, Artesian Resources and Connecticut Water)? 

Staff concurs with Ms. Ahem’s PRPMTM time series for American Water Works63 and Aqua 

America.64 For Ms. Ahern’s remaining two sample companies, Artesian Resources and 

62 httv: //www.investovedia.com/ask/answers /llS.asv 
63 Founded in 1886, American Water Works was a publicly-traded entity for many years, but was eventually acquired by 
the German conglomerate, RWE AG. On March 24,2006, RWE AG announced its intent to pursue an initial public 
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Connecticut Water, as shown in Exhibit JAC-D Staff was unable to determine when the 

common shares of these companies first became publicly-traded. 

Q- 

A. 

Would Staff care to comment on Ms. Ahern’s PRPMTM derived equity risk premium 

for American Water Works? 

Yes. As shown in Ahem Exhibit PMA-DT 2, Schedule 7 (Page 2), among Ms. Ahem’s nine 

sample companies American Water Works has the hghest PRPMTM derived equity risk 

premium, 17.45 percent. Based on the figures provided in Exhibit PMA-DT 2, Schedule 7 

(Page 2), Staff determined Ms. Ahern’s overall sample average (i.e., arithmetic mean) PRPMTM 

derived equity risk premium to be 9.36 percent.65 Thus, in absolute terms the 17.45 percent 

PRPMTM derived equity risk premium for American Water exceeds that of her proxy group by 

809 basis points (.1745 - .0936 = .0809), while in relative terms the PRPMTM derived equity 

risk premium for American Water exceeds that of the sample by 86.47% ((.1745 /.0936) - 1 

= 3647). 

offering (“IPO”) in the U.S. for the shares of American Water, and in so doing once again returned American Water to its 
status as a publicly-traded entity. httv://waterindustry.or~/New0/o20Projects/American-l8.htm 
The IPO of American Water Works common stock took place on April 23,2008. 
httv: / / finance.vahoo.com/s /h~?a=&b=&c=&d=0&e=2&f=2013&e=d&s=awk&ql=l 
64 Based upon its research, Staff determined that the common shares of the company now known as Aqua America, Inc. 
initially went public in 1971. At the time of the 1971 initial public offering, however, the company name was Philadelphia 
Suburban Corporation P Y S E  ticker symbol PSC). The company changed its name in order to reflect Philadelphia 
Suburban’s transition from a regional company in Philadelphia to one which served 2.5 million water and wastewater 
customers in 15 states. The name change took effect October 10,2003, with the company’s NYSE ticker symbol 
changng from PSC to WTR. h m :  / /waterindustrv.ordW’ater-Facts/PSC.htm 
65 Had Ms. Ahern excluded American Water Works from her proxy group, the overall sample average PW-4 derived 
equity risk premium for the remaining eight publicly traded companies in her sample would have fallen to 8.34 percent. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

What PRPMTM time series did Ms. Ahern use when calculating the above 17.45 

percent PRPMTM derived equity risk premium for American Water Works? 

The PRPMTM times series used by Ms. Ahem to calculate the above noted PRPMTM derived 

equity risk premium for American Water extended from, May 2008 - September 2013, a 

period covering 65 months. 

Does Staff have any way of knowing what Ms. Ahern’s PRPMTM derived equity risk 

premium for American Water Works would have been had she based her calculations 

on a PRPMTM time series extending through August 2013 &e., a 64 month period) 

rather than September 2013? 

Yes. In direct testimony filed on behalf of Tidewater Utilities, Inc. before the Delaware 

Public Utilities Commission, Ms. Ahem’s PRPMTM derived equity risk premium for American 

Water Works was reported to be 22.38 percent, utilrzing a PRPMTM time series extendmg 

through August 2013.66 This figure exceeds by 493 basis points Ms. Ahem’s 17.45 percent 

PRPMTM derived equity risk premium calculated for American Water in the instant docket 

(.2238 - .1745 = .0493). 

In the above referenced Tidewater Utilities docket, did the analyst charged with the 

responsibility of responding to Ms. Ahern’s testimony provide an assessment of her 

PRPMTM analysis? 

Yes. Mr. Charles W. King, an expert witness testifymg on behalf of the Staff of the Delaware 

Public Service Commission, assessed it as follows: “Based on the foregoing, I submit that Ms. 
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Ahem’s PRPMTM analysis is both conceptually and computationally so flawed that it should 

be p e n  no weight whatever in determining Tidewater’s required return on equity.”67 

Q. 

A. 

Does Staff have any way of knowing what Ms. Ahern’s PRPMTM derived equity risk 

premium for American Water Works would have been had she based her calculations 

on a PRPMTM time series extending through October 2013 (i.e., a 66 month period) 

rather than September 2013? 

Yes. In &ect testimony filed on behalf of the Maine Water Company before the Maine 

Public Uttbties Commission, Ms. Ahern’s PRPMTM derived equity risk premium for American 

Water Works was reported to be 21.60 percent, utilizing a PRPMTM time series extendmg 

through October 2013.68 Ths figure exceeds by 415 basis points Ms. Ahern’s 17.45 percent 

PRPMTM derived equity risk premium calculated for American Water in the instant docket 

(.2160 - .1745 = .0415). 

66 See Direct testimony of Pauline M. Ahern, Prepared on Behalf of Tidewater Utilities, Inc., In the Matter oftbe Application 
ofTidewater Utilities, Inc.for a GeneralRate Increase (Docket No. 13-466) dated November 2013, Exhibit No. T-6, Schedule 7 
(Page 2 of 11). http:/ /depsc.delaware.~ov/water/l3-466%20;iUS%20Consultants.~df 
67 See Direct testimony of Charles W. King, Submitted on Behalf of the Staff of the Public Service Commission, State of 
Delaware, before the Delaware Public Service Commission, In the Matter oftbe Application ofTidewater UtilitieJ, Inc.for a 
Generalhte Inmase (Docket No. 13-466) dated May 20,2014, p.25, lines 7-9. http://depsc.delaware.ov/water/l3- 
466%20&g.~df 
68 See Direct testimony of Pauline M. Ahern, Prepared on behalf of the Maine Water Company, In the Matter oftbe 
Apphaioon oftbe Maine Water Company Camden/Rockbndfor a Rate InmaJe, Maine Public Utilities Commission (Docket No. 
2013-00362), filed December 13,2013, Schedule PIW-6 (Page 2 of 11). httos://mDuc- 
cms.maine.~ov/C~M.Public.WebUI/Matter~~ana~ement/~~atterF~~Item.aspx?F~n~Se~~79S76&CaseNumber=2Ol3- 
00362 

http://depsc.delaware.ov/water/l3
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Q. 

A. 

Q. 

A. 

Q. 

A. 

In view of the significant month to month fluctuations to Ms. Ahern’s PRPMTM 

derived equity risk premium for American Water, does Staff believe this to be an 

additional reason why cost of equity estimates obtained from the PRPMTM should be 

given no weight in this proceeding? 

Yes. 

Does Staff know of other cost of capital analysts who use the PRPMTM as a cost of 

equity estimation model? 

The PRPMTM is a relatively new cost of equity estimation model, which to date has only been 

used by Ms. Ahem and her associates at AUS  consultant^.'^ 

To Staffs knowledge, have cost of equity estimates derived from the PRPMTM 

previously been adopted in a rate proceeding? 

No. To date, cost of equity estimates derived from the PRPMTM have not been adopted in a 

rate proceeding.” In fact, PRPMTM derived cost of equity estimates proposed by Ms. Ahem 

were specifically rejected by the Maine Public Utilities Commission, which found as follows: 

We are not convinced that we should accept results based on a newly derived 
analytical model that has not yet been rigorously vetted. As acknowledged by 
Ms. Ahem, the PRPMTM model is one that was developed by her consulting 
firm Associated Utillty Services (ALJS) and has been used only by AUS cost 
of equity consultants since 2012. January 14, 2014 Tr. at 37. To the best of 
Ms. Ahern’s knowledge, no other utility cost of capital consultants uses the 
PRPMTM methodology and no state commission has adopted it. January 14, 
2014 Tr. at 39-40. As stated by Mr. Hd, the model does not easily lend itself 
to analysis and independent verification of accuracy. At this point, we are not 
prepared to incorporate the results of the analysis using the PRPMTM inputs 
into our determination of an appropriate ROE in tl-us case. This does not 

69 Information provided in response to Staff Data Request JA4C 13.6. 
70 Information provided in response to Staff Data Request JAC 13.5. 
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however preclude us from future reliance once the model is fully vetted by 
academia and other regulatory bodes.” 

Ms. Ahern? Risk Premium Model Using a Total Market Approach 

Q. 

A. 

Please describe the cost of equity methodology used by Ms. Ahern in the computation 

of her 9.96 percent estimated cost of equity derived from the Risk Premium Model 

Using a Total Market Approach. 

As shown in Exhibit PMA-DT 2, Schedule 7 (Page 3), Ms. Ahem’s estimated 9.96 percent 

cost of equity is computed as the sum of a 5.27 percent adjusted prospective bond yield and a 

4.69 percent equity risk premium (.0527 + .0469 = .0996). Ms. Ahem’s estimated 4.69 

percent equity risk premium is computed as the arithmetic mean of two different equity risk 

premiums; one derived using a beta approach (4.67 percent) and the other using a holding 

period retum approach (4.70 percent), as shown in Exhibit PMA-DT 2, Schedule 7 (Page 7). 

Details of Ms. Ahern’s beta approach calculation are provided in Exhibit PMA-DT 2, 

Schedule 7 (Page 8), while details of her holdmg period retum approach are presented in 

Exhibit PMA-DT 2, Schedule 7 (Page 11). 

As shown in Exhibit PMA-DT 2, Schedule 7 (Page 3), Ms. Ahem’s adjusted 5.27 percent 

prospective bond yield is based upon a prospective 5.08 percent Aaa rated corporate bond 

yield, adjusted for yield spread (0.23 percent) and bond rating (c0.04 percent>) differences 

(.OS08 + .0023 - .0004 = .0527). As shown in Exhibit PMA-DT 2, Schedule 7 (Page 8, Note 

3), Ms. Ahem’s 5.08 percent prospective bond yield is derived from consensus forecasts of 

‘Aaa’ rated corporate bonds covering (i) the l8-month period, 4 4  2013 - Q1 2015, (ii) the 

five year period, 2015-2019, and (iii) the five year period, 2020-2024. Details of the 

71 See Maine Water Company-Camden & Rockland Division, Maine Public Utilities Commission (Docket No. 2013- 
00362), Final Order, pp. 11-12. 
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adjustments Ms. Ahem makes to thls 5.08 percent prospective bond yield are provided in 

Exhibits PMA-DT 2, Schedule 7 (Page 6) and PMA-DT 2, Schedule 7 (Page 7). 

Q. 

A. 

Q. 

A. 

Does Ms. Ahern employ PRPMTM derived metrics in the computation of the 4.69 

percent equity risk premium obtained from her Risk Premium Model Using a Total 

Market Approach? 

Yes. Ms. Ahern employs PRPMTM derived metrics when computing an equity risk premium 

utilizing both her beta approach and holding period approach methodologes. 

Please describe how use of PRPMTM derived metrics in Ms. Ahern’s beta approach 

methodology overstates the equity risk premium. 

As shown in Exhlbit PMA-DT 2, Schedule 7 (Page 8, Lines 1-4), Ms. Ahern’s beta approach 

incorporates three different equity risk premium estimates in the computation of a 6.67 

percent average @.e., arithmetic mean) equity risk premium: a 5.60 percent Ibbotson Equity 

Risk Premium, a 9.22 percent Ibbotson Equity k s k  Premium based on PRPMTM, and a 5.19 

percent equity risk premium based on Value Line Summary and Index. As can be seen, Ms. 

Ahem’s 9.22 percent PRPMTM based Ibbotson risk premium estimate exceeds by 362 basis 

points the 5.60 percent market-based Ibbotson risk premium estimate (.(I922 - .0560 = .0362). 

When excludmg this 9.22 percent PRPMTM based Ibbotson risk premium from consideration, 

the average risk premium in Ms. Ahern’s beta approach methodology falls to 5.395 percent? 

a figure 127.5 basis points lower than the 6.67 percent risk premium obtained by Ms. Ahem. 

Finally, as shown in Exhibit in PMA-DT 2, Schedule 7 (Page 8, h e s  5-6), Ms. Ahern arrives 

at her 4.67 percent beta adjusted equity risk premium by making a beta adjustment to her 

average 6.67 percent equity risk premium. Staff determined that had h s  same beta 

adjustment been made to the 5.395 percent average risk premium @.e., a value computed 

T 2  Computed as the average of the 5.60 percent Ibbotson and 5.19 percent Value Line Summary and Index equity risk 
premium values ((.0560 + .0519)/2 = .05395). 
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exclusive of PRPMTM derived metrics), Ms. Ahem’s beta adjusted equity risk premium falls to 

3.78 percent: a figure 89 basis points lower than her 4.67 percent beta adjusted equity risk 

premium (.0467 - .0378 = .0089). 

Q. 

A. 

Please describe how use of PRPMTM derived metrics in Ms. Ahern’s holding period 

return approach methodology overstates the equity risk premium. 

As shown in Exhibit PMA-DT 2, Schedule 7 (Page 11, lines 1-3), Ms. Ahern b e p s  by 

obtaining a 4.16 percent lustorical equity risk premium based on an average 10.69 percent 

holding period return on Standard & Poor’s Uttlity Index covering the period 1928-2012 and 

an average 6.53 percent yield on Moody’s ‘A’ rated Public Utility Bonds over the same 1928- 

2012 period (.lo69 - .0653 = .0416). Ms. Ahem then incorporates a 5.24 percent forecasted 

equity risk premium based on the PRPMTM into her analysis. As shown, Ms. Ahem derives a 

4.70 percent risk premium based upon holding period returns by computing the arithmetic 

mean of her 4.16 percent historical equity risk premium and 5.24 percent forecasted equity 

risk premium based on the PRPMTM ((4.16% + 5.24%)/2 = 4.70’). As can be seen, Ms. 

Ahem’s 5.24 percent PRPMTM derived forecasted equity risk premium exceeds by 108 basis 

points her 4.16 percent market-based historical equity risk premium (.0524 - .0416 = .0108). 

In view of the methodology employed by Ms. Ahem in deriving an equity risk premium based 

on holding period returns, if one were to exclude the 5.24 percent forecasted equity risk 

premium derived from the use of PRPMTM metrics from consideration, Ms. Ahem’s holding 

period return equity risk premium would equate to the 4.16 percent estimate obtained from 

her historical equity risk premium, a figure 54 basis points lower than the 4.70 percent figure 

derived in her holding period return analysis (.0470 - .0416 = .0054). 

’3  Calculated as follows: ((.05395 * 0.70) = .037765), or 3.78 percent (rounded). 
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Q. 

A. 

As shown in Ahern Exhibit PMA-DT 2, Schedule 7 (Page 3, line l), does Staff believe 

the 5.08 percent prospective yield on ‘Aaa’ rated corporate bonds employed in Ms. 

Ahern’s Risk Premium Model Using a Total Market Approach to be appropriate? 

No, and for reasons s d a r  to those discussed earlier regardmg Ms. Ahem’s use of a 

forecasted risk-free in her PRPMTM, CAPM and ECAPM cost of equity analysis. As shown in 

Note 3 of Exhibit PMA-DT 2, Schedule 7 (Page S), for purposes of arriving at this 5.08 

percent figure Ms. Ahern incorporates forecasted consensus estimates of ‘Aaa’ rated 

corporate bonds extendmg out to the five year period, 2015-2019, as well as the five year 

period, 2020-2024. For obvious reasons, these forecasts extend well beyond the period in 

which the rates to be established in this proceeding will be operative. Accordingly, Staff 

believes use of this 5.08 percent prospective yield figure to be inappropriate, as it further 

overstates cost of equity estimates derived from Ms. Ahem’s equity risk premium model 

using a total market approach. 

Ms. Ahern ’s CAPM and E CAPM Anabses 

Q. 

A. 

Please describe the cost of equity methodology used by Ms. Ahem in the computation 

of her 9.93 percent median estimated cost of equity derived from her CAPM and 

ECAPM cost of equity estimation models. 

As shown in Exhibit PMA-DT 2, Schedule 8 (Page l), for each sample company Ms. Ahern 

obtains a CAPM and ECAPM estimated cost of equity utilizing a market risk premium of 

7.61 percent, a forecasted risk-free rate of 4.31 percent, and an adjusted beta coefficient 

obtained from V a h e  f ine  for each company. Cost of equity estimates derived from the 

traditional CAPM are computed by multiplying a V a h e  L i n e  adjusted beta to the 7.61 percent 

market risk premium, and to that quantity Ms. Ahem adds a 4.31 percent forecasted risk free 

rate. For purposes of her ECAPM analysis, Ms. Ahern makes an additional adjustment to the 

beta coefficient. In doing so, she effectively assigns a 75 percent weight to the V a h e  f ine  
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beta, but augments @.e., increases) the Value Lzne beta with a 25 percent weight assigned to 

the market risk premium c~mponent.’~ As shown, Ms. Ahern computes both a sample 

average and sample median estimate from her CAPM and ECAPM models. Ms. Ahem’s 

sample average CAPM estimate is 9.55 percent, wlde her sample average ECAPM estimate is 

59 basis points higher, 10.14 percent (.lo14 - .0955 = .0059). Ms. Ahem’s sample median 

CAPM estimate is 9.64 percent, while her sample median ECAPM estimate is 57 basis points 

higher, 10.21 percent (.lo21 - .0964 = .0057). As shown in column 6 of Exhbit PMA-DT 2, 

Schedule 8 (Page l), Ms. Ahern then derives an overall average CAPM/ECAPM indicated 

cost of equity of 9.85 percent, computed as the arithmetic mean of her average CAPM and 

ECAPM estimates ((.0955 + .1014)/2 = .0985); Ms. Ahem’s overall median CAPM/ECAPM 

indxated cost of equity is 9.93 percent, computed as the arithmetic mean of her median 

CAPM and ECAPM estimates ((.0964 + .1021)/2 = .0993). For purposes of her testimony in 

this proceeding, Ms. Ahem adopts the higher 9.93 percent CAPM/ECAPM median indcated 

cost of equity e~timate,’~ as shown in Exhibit PMA-DT 2, Schedule 1. 

Q. 

A. 

How does Ms. Ahern compute the 7.61 percent market risk premium used in her 

CAPM and ECAPM analyses? 

As shown in Note 1 of Exhibit PMA-DT 2, Schedule 8 (Page 2), Ms. Ahem’s 7.61 percent 

equity risk premium represents the arithmetic mean of three dfferent market risk premium 

measures. These include (i) a 5.96 percent estimate derived utilizing Value Lzne’s 3-5 year 

me&an price appreciation estimate and median forecasted (next 12 months) dividend yield, 

(ii) a 10.32 percent PRPMTM derived market risk premium obtained by applying the PRPMTM 

to the monthly equity risk premium of large company common stocks over the income return 

on long-term U.S. government securities from January 1926 - September 2013, and (i) a 6.55 

74 To dustrate Ms. Ahern’s ECAPM methodology, using the inputs presented in Exhibit PMA-DT 2, Schedule 8 (Page 1) 
for American States Water, the 10.21 percent ECAPM cost rate is computed as follows: (0.75 * (0.70 * .0761)) + (0.25 * 
.0761) + .0431; which simplifies to: .03995 + .019025 + ,0431 = .1021, or 10.21 percent. 
75 Ahem Direct, p. 40, lines 18-25. 
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Q. 

A. 

Q. 

A. 

percent market risk premium derived from Morningstar (Ibbotson Associates) data covering 

the period 1926-2012, computed as the total market retum less the arithmetic mean return on 

long-term US. government securities. Thus, by takmg the average of these three market risk 

premium estimates Ms. Ahern obtains the 7.61 percent market risk premium used in her 

CAPM/ECAPM analysis ((.0596 + .lo32 + .0655)/3 = .0761). 

Does Staff believe the 7.61 percent market risk premium employed by Ms. Ahem in 

her CAPM and ECAPM analysis to be overstated? 

Yes, and once again this is due to Ms. Ahem incorporating PRPMTM derived metrics into the 

computation. As noted above, Ms. Ahem’s 7.61 percent market risk premium is computed as 

the arithmetic mean of three different market risk premium measures, only two of which can 

rightly be considered, ‘market-based.’ Had Ms. Ahem obtained a market risk premium based 

on the arithmetic mean of the 5.96 percent estimate obtained from V u h e  Lzne data and the 

6.55 percent estimate obtained from Morningstar (Ibbotson Associates) data, her 

CAPM/ECAPM market risk premium would have been 6.26 percent (rounded) ((.0596 + 

.0655)/2 = .06255). In absolute terms, Ms. Ahem’s 10.32 percent PRPMTM derived market 

risk premium exceeds this 6.26 percent market-based figure by 406 basis points (.lo32 - .0626 

= .0406), while in relative terms it exceeds it by 64.86 percent (((.lo32 / .0626) - 1) = .6486). 

Thus, by employing a 10.32 percent PRPMTM derived market risk premium in the 

computation of her 7.61 percent CAPM/ECAPM market risk premium, Ms. Ahem has 

effectively overstated the market risk premium by 135 basis points (.0761 - .0626 = .0135). 

Does Staff agree with Ms. Ahem’s use of a forecasted risk-free (RJ interest rate in her 

CAPM and E-CAPM analyses? 

No. For the reasons noted earlier, use of a forecasted risk-free rate serves to overstate the 

estimated market cost of equity. The appropriate risk-free (RJ interest rate to be used in the 
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CAPM is the current rate borne by investors in the market. The current yield on the 30-year 

U.S. Treasury Note is 2.74 percent? thus, Ms. Ahern’s forecasted 4.31 percent risk-free rate 

has been overstated by 157 basis points (.0431 - .0274 = .0157), effectively rendering her 

CAPM and ECAPM cost of equity estimates not to be, market-based. 

Q. 

A. 

Does Staff believe that it is appropriate to rely on cost of equity estimates derived 

from the ECAPM model? 

No. The ECAPM modification to the traltional CAPM is predicated on the notion that cost 

of equity estimates derived from the CAPM are biased downward for companies having a 

beta coefficient less than 1.0, and biased upward for companies having a beta coefficient 

greater than 1.0. Use of an adjusted beta increases the beta coefficient for companies with a 

beta less than 1.0 and decreases beta coefficient for companies with a beta greater than 1.0. 

For purposes of her CAPM and ECAPM cost of equity analyses, Ms. Ahern utilizes beta 

coefficients obtained from V a b e  L ine .  However, because Value Line betas have already been 

adjusted? the ECAPM beta adjustment is a redundancy which overstates the cost of equity. 

As shown in Exhibit PMA-DT 2, Schedule 8 (!?age l), the dfference between Ms. Ahern’s 

9.64 percent median CAPM estimate and her 10.21 percent median ECAPM estimate (a 57 

basis point differential) is entirely attributable to h s  redundancy. For h s  reason, Staff 

believes that cost of equity estimates obtained from the ECAPM should not be relied upon. 

76 Staff obtained spot market prices for use in its constant growth DCF model on December 17,2014. As of the close of 
market on that day, the yield on the 30-year U.S. Treasury Note was 2.74 percent. 
77 Vulue Line adjusts its raw beta utilizing the following formula: Adjusted beta = (raw beta * 0.67) + 0.35. 
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Ms. Ahem 2- Pmposed Credit Risk and Business Risk Adjsttments 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please describe Ms. Ahern’s stated rationale for an upward 44 basis point credit risk 

adjustment being made to the Company’s cost of equity in this proceeding. 

Ms. Ahern expresses the opinion that because EWAZ’s ultimate parent, EPCOR Utilities, Inc. 

(“EUI”) has been assigned a ‘BBB+’ c re l t  rating by Standard & Poor’s (“S&P”), that this 

would necessarily imply that EWAZ’s long-term debt would be assigned a lower c re l t  rating, 

thus gving rise for the need for an upward credit risk adjustment being made to the 

Company’s cost of equity. As justification for thls opinion, Ms. Ahern states that “bond 

rating agencies, specifically S&P, link the bond/cre&t ratings of subsilaries with those of 

their parent holdmg companies (emphasis added),” and later quotes from a S&P publication 

affirming her position in &IS regard.’* 

As noted above, Ms. Ahern makes reference to a ‘BBB+’ credit rating assigned to 

EUI by S&P. Was this the S&P credit rating assigned to EUI at the time Ms. Ahern 

filed her direct testimony in this proceeding? 

Yes. 

To Staffs knowledge, has there been a subsequent change to the S&P credit rating 

assigned EUI? 

Yes. In a credit report issued September 26, 2014,7” S&P raised EUI’s long-term corporate 

credit and senior unsecured debt ratings to ‘A-’ from ‘BBB+,’ and determined EUI’s outlook 

to be stable. The upgrade reflects S&l”s assessment that EUI has made progress on its 

business risk profile, citing “a decrease in the company’s ownership of Capital Power L.P. and 

its continued focus on regulated electricity and water businesses.” The stable outlook reflects 

78 Ahern Direct, p. 16, lines 8-9; and p. 42, lines 20-24. 
79 Standard and Poor’s Rating Service, Research Update: EPCOR UtiLtiex, Inc. Upgraded To %-’From BBB+ ’ on Strengthening 
Business Rixk Pr@le; Outlook Stable, dated September 26,2014. 
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S&P’s view that EUI’s ‘‘hgh degree of regulated water and electricity utiltties businesses w d  

continue to provide stable and predictable cash flows.” The stated rationale for the S&P 

upgrade to EUI’s cre&t rating reads, in part, as follows: 

“Based on our criteria, we assess industry risk for regulated utilities as very 
low risk. All of the Company’s operations are in Canada or the US., which 
we assess as having a very low risk. Based on this and the very low country 
risk, we have assigned a corporate industry and country risk assessment 
(CIRCA) score of 1. Combined with a ‘strong’ competitive position, t h l s  
results in an ‘excellent’ business risk profile.” 

Q. 

A. 

Q. 

A. 

Q. 

A. 

In light of the above, does Staff believe Ms. Ahern’s proposed credit risk adjustment 

to the Company’s cost of equity in this proceeding is without merit? 

Yes, and particularly in view of Ms. Ahem’s stated rationale for such an adjustment. 

Ms. Ahern similarly proposes that a 30 basis point upward business risk adjustment 

be made to the Company’s cost of equity in this proceeding. Does Staff believe there 

to be justification for such an adjustment? 

No, as evidenced by the above noted optimistic assessment made by S&P of EUI’s 

“‘excellent’ business risk profile,” and the “very low risk” associated with its regulated utiltty 

operations in the United States. 

As justification for her proposed 30 basis point business risk adjustment, Ms. Ahern 

raises the issue of EWAZ’s small size relative to her proxy group of publicly traded 

companies.8o How does Staff respond? 

W e  Staff would agree with the general proposition that smaller companies may be risher 

than larger companies, empirical research has demonstrated that a small company risk 

premium adjustment to the cost of equity is unwarranted for regulated uthties. Annie Wong, 

80 Ahern Direct, pp. 43-44,17:23. 
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of Western Connecticut State University, conducted a study on utility stocks to determine if 

the so-called size effect exists in the utility industry, and she writes as follows: 

The fact that the two samples show dfferent, though weak, results indicates 
that utility and industrial stocks do not share the same characteristics. First, 
given fm size, utility stocks are consistently less risky than industrial stocks. 
Second, industrial betas tend to decrease with firm size but utillty betas do 
not. These findings may be attributed to the fact that all public utilities 
operate in an environment with regonal monopolistic power and regulated 
financial structure. As a result, the business and financial risks are very 
s d a r  among the utilities regardless of their size. Therefore, uality betas 
would not necessarily be expected to be related to firm size. 

The object of this study is to examine if the size effect exists in the utillty 
industry. After controlling for equity values, there is some weak evidence 
that firm size is a missing factor from the CAPM for the industrial but not 
for the utility stocks. Thir implies that although the sixephenomenon has been stmn& 
documentedfor industtials, thejndings suggest that there is no need to adjzlstfor t h e j m  
size in u t ih~  regtllations. [emphasis added] .” 

To underscore this point, Paschall and Hawkins write as follows: 

A size premium does not automatically apply in every case. Each privately 
held company should be analyzed to determine if a size premium is 
appropriate in its particular case. There can be unusual circumstances where 
a small company has risk characteristics that make it far less risky than the 
average company, warranting the use of a very low equity risk premium. One 
possible example of this is a private water utility (monopoly situation, very 
low risk, near-guarantee of payments).” 

81 Annie Wong, ‘‘Utility Stock and the Size Effect: An Empirical Analysts,” Journal ofthe Midwest Finance Association, (1993), 
p.98. 
82 Michael A. Paschall and George B. Hawkins, “DO Smaller Companies Warrant a Higher Discount Rate for Risk?: The 
‘Size Effect’ Debate,” CCH Bus$es~ Valuation Alert, Vol. 1, Issue No. 2, December 1999. 
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Q. 

A. 

Has the Commission previously ruled on the issue of firm size and whether it 

warrants a risk premium adjustment to the cost of equity? 

Yes. The Commission previously ruled in Decision No. 6428283 for Arizona Water that firm 

size does not warrant recognition of a risk premium stating, ‘We do not agree with the 

Company’s proposal to assign a risk premium to Arizona Water based on its size relative to 

other publicly traded water utilities.. . .” The Commission confirmed its previous ruling in 

Decision No. 6472784 for Black Mountain Gas agreeing with Staff that “the ‘firm size 

phenomenon’ does not exist for regulated utilities, and that therefore there is no need to 

adjust for risk for small firm size in uallty regulation.” All companies have firm-specific risks; 

therefore, the existence of unique risks for a company does not lead to the conclusion that its 

total risk is greater than other entities. Moreover, as previously discussed, investors cannot 

expect compensation for fm-specific risk since it can be e h a t e d  through diversification. 

XI. CONCLUSION 

Q. 
A. 

Please summarize Staff’s recommendations. 

For the four EWAZ districts (Mohave Water, Mohave Wastewater, Paralse Valley Water and 

Sun City Water) Staff recommends that the Commission adopt a consolidated 6.4 percent 

overall ROR for the Company based on a capital structure composed of 59.76 percent debt 

and 40.24 percent equity, Staffs 8.9 percent average DCF cost of equity estimate, and Staffs 

60 basis point (0.60 percent) upward economic assessment adjustment. For the Company’s 

Tubac Water district, Staff recommends that the Commission adopt a 6.2 percent overall 

ROR for the Company based on a capital structure composed of 58.53 percent debt and 

41.47 percent equity, Staffs 8.9 percent average DCF cost of equity estimate, and Staffs 60 

basis point (0.60 percent) upward economic assessment adjustment. 

83 Dated December 28,2001. 
84 Dated April 17,2002. 
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Q. 

A. Yes, it does. 

Does this conclude your direct testimony? 
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EPCOR Water Arizona, Inc. Cost of Capital Calculation 
Average Capital Structure of Sample Water Utilities 

C omD any 

American States Water 

California Water 

Aqua America 

Connecticut Water 

Middlesex Water 

SJW Corp 

York Water 

Average Sample Water Uthties 

EWAZ - Four Districts (Consolidated) 

EWAZ - Tubac Water (Stand Alone) 

Debt 

40.8% 

47.2% 

52.0% 

4 8.4% 

45.9% 

54.7% 

44.2% 

47.6% 

59.76% 

59.84% 

Common 
Equity 

59.2% 

52.8% 

48.0% 

51.6% 
54.1 '/o 

45.3 '/o 

5 5.8% 

52.4% 

40.24% 

40.16% 

Total 

100.0% 

1 00.0% 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 
I 

jource: 
Sample Water Companies from Value Line 



EPCOR Water Arizona, Inc. Cost of Capital Calculation 
Growth in Earnings and Dividends 

Sample Water Utilities 

Company 

Dividends Dividends Earnings Earnings 
Per Share Per Share Per Share Per Share 

2003 to 2013 Projected 2003 to 2013 Pro1 ected 

DPSl DPS' & EPS1 

iimerican States Water 5.6% 7.7% 15.2% 
California Water 1.3% 8.O0/Q 4.9% 
Aqua iimerica 7.6% 9.0% 9.7% 
Connecticut Water 1.7% 4.1% 3.7% 
Middlesex Water 1.5% 2.0% 5.4% 
SJW Corp 4.1% 6.5% 2.1% 
York Water 41% 63% 48% 

3.4% 
8.9% 
6.0% 
4.8% 
3.9% 
8.7% 
80% 

Average Sample Water Uuhues 3.7% 6.2% 6.5% 6.2% 

1 Value Line 



Docket No. WS-01303A-14-0010 Schedule JAC-6 

EPCOli Water Arizona, Inc. Cost of  Capital Calculation 
Sustainable Growth 

Sample Water Utilities 

Comnanv 

i\meiican States Water 
California Water 
Aqua America 
Connecticut Water 
Middlesex Water 
SJW Coip 
Yorli Water 

Rctcntion 
Growth 

2003 to 2013 
bi 

4.1 Yn 
2.6% 
4.2% 
2.1% 
1.3% 
3.2% 
2.2% 

Retention 
Growth 

Projccted 
br 

5.4% 
3.8% 
6.0% 
4.4% 
3.2% 
3.3% 
4.1% 

Stock 
1;inancing 
Growth 

vs 

1 7 %  
3.0% 
1.8% 
3.0% 
3.1% 
1 .0% 
4.7% 

Sustainable 
Growth 

2003 to 201 3 
br + vs 

5.9% 
5.6% 
6.0% 
5.1% 
4.4% 
4.2% 
6.8% 

Sustainable 
Growth 

Projected 
br + vs 

7.1% 
6.8% 
7.8% 
7.40/0 
6.3% 
4.3% 
8.7% 

Average Sample Water Uthties 2.8% 4.3% 2.6% 5.4% 6.9% 

[B]: Value Line 
[C]: Value Line 
[D]: Value Line, MSN Money, and Form 10-Ks filed with the Securities and Exchange Commission (http://www.sec.gov/) 
[El : P I  + [Dl 
[FI: [CI + [Dl 

http://www.sec.gov
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EPCOR Water Arizona, Inc. Cost of Capital Calculation 
Selected Financial Data of Sample Water Utilities 

ComDany 
American States Water 
California Water 
Aqua Ameiica 
Connecticut Water 
Wddlesex Water 
SJW Corp 
York Water 

Average 

~ 

Symbol 
AWR 
CWT 
W R  
CTWS 
MSEX 

SJ W 
YORW 

Spot Price 
12/17/2014 

34.44 
23.54 
25.87 
34.93 
22.16 
32.25 
21.94 

Book T’alue 
12.92 
12.41 
8.69 

19.37 
12.18 
15.75 
8.39 

Vdne  Line 
Mkt To Beta 
Book 4 

2.7 0.70 
1.9 0.70 
3.0 0.70 
1.8 0.65 
1.8 0.70 
2.0 0.85 
- 2.6 ~ 0.70 

2.3 0.71 

RaW 
Beta 
Bralu 
0.52 
0.52 
0.52 
0.45 
0.52 
0.75 
0.52 

0.54 

[C]: Msn Money 
[D] : Value Line 

[F]: Value Line 
[El: [CI / [Dl 

[GI: (-0.35 + [F]) / 0.67 
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Docket No. WS-01303A-14-0010 

EPCOR Water Arizona, Inc. Cost of Capital Calculation 
Calculation of Expected Infinite Annual Growth in Dividends 

Sample Water Utilities 

Description g 

DPS Growth - His toricall 3.7% 

DPS Growth - Projected' 6.2% 

EPS Growth - Projected1 6.2% 

EPS Growth - Historical' 6.5% 

Sustainable Growth - Historical' 5.4% 

Sustainable Growth - Projected' G.9% 

Average 5.8% 

1 Schedule JAC-5 
2 Schedule JAC-6 

Schedule JAC-8 



EI'COR Water Arizona, Itic. Cost of Capital Calculation 
Tvlulti-Stage DCF Estimatcs 

Sample Water Uthtics 

Comnanv 

Amcrican States Water 
California Water 
Aqua Ameflca 
Coiinccacut Water 
Middlesex Water 
SJW Corp 
York Water 

Current Mkt. 
l'ricc (PJ 
12/ 17 /2014 

34.4 
23.5 
25.9 
34.9 
22.2 
32.3 
21.9 

Projected Dmdend? (Stage 1 growth) Stage 2 growth3 Equity Cost 

@ I )  is * )  Esamate ( ~ 2  
dl d2 4 d'i 

0.86 0.91 0.96 1.01 6.5% 8.9% 
0.66 0.70 0.74 0.78 6.5% 9.2% 
0.65 0.69 0.73 0.77 6.5% 8.9% 
1.04 1.10 1.17 1.24 6.5% 9.4% 
0.80 0.85 0.90 0.95 6.5% 1 0.0% 
0.76 0.80 0.85 0.90 6.5% 8.8% 
0.58 0.61 0.64 0.68 6.5% 9.0% 

Where Po = current stockprice 

D, 
K = costof equity 
n = years of non -constant growth 
D,, = diwdend expected in year n 
g,, = constant rateof growth expected after yearn 

= diwdends expected during stage 1 

1 [E] sea Schedule JAC-7 

2 Derived from Value Line Information 

3Avarage annual growth in GDP 1929 - 2012 in current dollars. 

4 Internal Rate of Roturn of Projected Dividends 

hvcrage 9.2% 
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Historical l>m 011 the Common Stock of hls. Ahem's Nine Company Pmny Group 

as Contrasted w t h  Ms. Ahern's PRPI\I 'IM Time S e r ~  

[AI PI IC1 P I  

Ycar In,t,al 
Year Date of C"mm0,I 

P m t  Initid Stock 
Year Publlily Stock DWldCZId 

Pounded ' Traded' Spl,t' Paid' 

1929 
1886 
1886 
1905 
1926 
1956 
I897 
I866 
1816 

1731 
2008 N/A  2008 
1971 18-Jun~96 Utidetermiiicd 

1 1936 1 6-Oct-93 

Undctermined 1931 
Undetcrmined 1945 
Undetermined I956 
Undctermincd 1-1 1912 

Undrtermmed 
1816 

[I?] 

Common 

Stock 
Dividciid 

Paid 
Consecutruely 

S,ncc' 

1954 
2008 
1945 
1993 
1945 
1956 
1973 
1944 
1816 

[f'l 

lnlt~,Ll 
hlonth/Tear 

of Ahem 

P l W M ~ '  

van;uice5 

Monthly 

J,a-73 
hhg-08 
Aug-71 
Jun-96 
Jan-73 
Jul-75 

Mar-72 
Pch-01 

Jan-71 



ATTACHMENTS 



ATTACHMENT A 

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-O1303A-14-0010 

Response provided by: Pauline Ahern 
Title: Cost of Capital Witness 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

ComDanv ResDonse Number: STF JAC 9.1 

Q: As presented in Exhibit PMA-DT 2, Schedule 1 (Brief Summary of Common Equity 
Cost Rate) of Ms. Ahern’s direct testimony, the indicated cost of equity cost rate 
before consideration of adjustments for credit/business risk is 9.95%. Ms. Ahern 
arrives at this 9.95% cost rate utilizing estimates derived from three different cost 
of equity methodologies: Discounted Cash Flow (8.37%), Risk Premium Model 
(1 1.25%), and Capital Asset Pricing Model (9.93%). However, the arithmetic mean 
of these three estimates equate to a cost of equity of 9.85% ((8.37% + 11.25% + 
9.93%) / 3 = 9.85%), a figure 10 basis points lower than her indicated 9.95% cost 
rate. In light of this fact, please respond to the following: 

a) Provide a detailed explanation as to how each cost of common equity 
estimation model (i.e., Discounted Cash Flow, Risk Premium Model, and 
Capital Asset Pricing Model) employed by Ms. Ahern is weighted for purposes 
of arriving at her 9.95% pre-adjustment cost rate, and the reason(s) why Ms. 
Ahern believes the relative weightings she accords each model is appropriate. 

A: The 9.95% indicated pre-risk-adjusted common equity cost rate is the approximate 
median of the results of the Discounted Cash Flow Model (8.37%), Risk Premium 
Model (1 1.25%) and Capital Asset Pricing Model (9.93%). 



ATTACHMENT B 

COMPANY: EPCOR Water Arizona Inc 
DOCKET NO: WS-01303A-14-0010 

Response provided by: 
Title: Director, Regulatory & Rates 

Sheryl L. Hubbard 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: STF JAC 9.3 Page 1 of 2 

Q. A review of the D-I Schedules (pages 1 and 2) filed in this docket indicate that 
approximately 24.42% of Total Company - EPCOR Water Arizona long-term debt 
($231 ,OOO,OOO), short-term debt (8,560,000), and common equity ($1 55,533,624) 
have been allocated proportionately to the capital structures of the five EPCOR 
Water Arizona operating subsidiaries (Sun City Water, Paradise Valley Water, 
Mohave Water, Mohave Wastewater and Tubac Water) at the District Level. In 
view of this fact, please respond to the following: 

a) Provide a detailed explanation of the methodology used by EPCOR to allocate 
long-term debt, short-term debt and common equity from the Total Company - 
EPCOR Water Arizona direct parent level to the operating subsidiary District 
Level; 

b) Provide a listing of all EPCOR Water Arizona operating subsidiaries, including 
those which are not a party to this docket, and indicate the proportionate share 
of current Total Company - EPCOR Water Arizona long-term debt 
($231 ,OOO,OOO), short-term debt (8,560,000), and common equity 
($1 55,533,624) allocated to each at the District Level. 

A. a) EPCOR Water Arizona's capital structure was allocated on the basis of rate 
base for each of the districts in this proceeding. Generally, the long-term debt 
and short-term debt refinanced as a result of the purchase of the Arizona 
American Water Company by EPCOR and still outstanding at the end of the 
test year was included in the calculation of the total company capital structure. 
The balance in the equity accounts at the end of the test year, adjusted for the 
net income for the six months ended June 30, 201 3 was also included in the 
total company capital structure. 

The only instance from which this practice was deviated is in the case of the 
debt obtained from the Water Infrastructure Financing Authority of Arizona 
(WIFA) for the arsenic treatment facility in the Tubac Water district which in the 
last rate case was reserved for inclusion in the calculation of Tubac Water's 
capital structure only to provide the benefit of this low cost financing to the 
customers for which the financing was incurred. 

b) EPCOR Water Arizona does not have any operating subsidiaries but rather 
each of its operating entities are districts of EPCOR Water Arizona Inc. 
EPCOR Water Arizona Inc. is a subsidiary of EPCOR Water USA as is 
Chaparral City Water Company. 

The allocation of the capital structure components, long-term debt, short-term 
debt, and common equity to each of the individual districts of EPCOR Water 



COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: 
Title: Director, Regulatory ti Rates 

Sheryl L. Hubbard 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: STF JAC 9.3 Page 2 of 2 

Arizona Inc. is only performed in the context of a general rate case in which 
rate base consisting of the test year elements for net plant, advances, 
contributions, customer deposits, deferred income taxes, cash working capital, 
materials & supplies, prepayments, and deferred regulatory assets and 
liabilities is calculated for each district. This exercise has not been performed 
for the other districts of EPCOR Water Arizona Inc. 



ATTACHMENT C 

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Pauline Ahern 
Title: Cost of Capital Witness 

Address : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: STF JAC 9.8 Page I of 2 

Q: In her direct testimony (pp. 42-43), Ms. Ahern proposes that an upward 44 basis 
point (0.44%) credit risk adjustment be made to the cost of equity for EPCOR 
Water Arizona. Ms. Ahern expresses the opinion that if EPCOR Water Arizona’s 
debt were rated, it would be assigned a Baal/BBB+ credit rating by Moody’s and 
S&P, a rating lower than the BBB+ rating assigned by Standard & Poor‘s to the 
debt of EPCOR Water Arizona’s ultimate parent, EPCOR Utilities Inc. To support 
her position, Ms. Ahern cites a report issued by S&P (Methodology: Differentiating 
the Issuer. Credit Ratings of a Utility Subsidiary and Its Parent, March 11, 2010) 
which links the credit rating of ‘a wholly owned or substantially controlled utility 
subsidia ry... to the quality of its parent.’ In light of the above, please respond to 
the following: 

a) For the IO-year period, 2004-2013, provide a history of the credit ratings 
assigned to EPCOR Utilities, Inc., by (i) Standard & Poor‘s (“S&P”) and (ii) 
Dominion Bond Rating Service (“DBRS”). In doing so, provide a breakout, by 
year, of the date(s) that these credit rating agencies either raised or lowered 
EPCOR’s credit rating, and the stated reason for the change; and 

b) Provide copies of all credit reports (i.e., credit upgrades/downgrades, trend 
watches, stability changes, etc.) issued by (i) S&P and (ii) DBRS which relate 
to the credit quality of EPCOR Arizona Water‘s ultimate parent, EPCOR 
Utilities Inc., for the period January 1, 2009 - Present. 

A: a) See attachment labeled “JAC 9.8a S&P Credit Rating.pdf” for Standard & 
Poor‘s (“S&P”) history of the credit ratings assigned to EPCOR Utilities, Inc. for 
the years 2002 to date, which encompasses the years 2004. 

The DBRS and S&P credit ratings that the Company has in its files for the 
period 2004-2013 are attached and labeled as follows: 

0 JAC 9.8a DBRS 2003 Report.pdf 
JAC 9.8a DBRS 2005 Report.pdf 

0 JAC 9.8a DBRS RR May 9 2006.pdf 
0 JAC 9.8a DBRS Sep 11 2007.pdf 
0 JAC 9.8a S&P Report Apr 1 2008.pdf 



COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-O1303A-14-0010 

Response provided by: Pauline Ahern 
Title: Cost of Capital Witness 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: STF JAC 9.8 Page 2 of 2 

b) See the following credit reports attached as: 
0 JAC 9.8b EPCOR Utilities DBRS RR July 7 2010.pdf 
0 JAC 9.8b EPCOR confirm PR FINAL July 9-09.pdf 
0 JAC 9.8b EPCOR Utilities DBRS RR FINAL Nov 21-08.pdf 
0 JAC 9.8b EPCOR Utilities DBRS RR FINAL September 19 2012.pdf 
0 JAC 9.8b EPCOR Utilities DBRS RR July 19-1 1 .pdf 
0 JAC 9.8b EPCOR Utilities DBRS RR October 18, 2013.pdf 
0 JAC 9.8b S&P Aug 27 2010.pdf 
0 JAC 9.8b S&P Full Report Dec 20,201 1 .pdf 
0 JAC 9.8b S&P Full Report EPCOR Dec 20,2012.pdf 
0 JAC 9.8b SA EPCOR Uti1 28-Jan-2014.pdf 



ATTACHMENT D 

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-I 4-001 0 

Response provided by: Pauline Ahern 
Title: Cost of Capital Witness 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix. AZ 85027 

Company Response Number: STF JAC 9.9 

Q: As noted, Ms. Ahern’s proposed 44 basis point credit risk adjustment is predicated 
on the assumption that the credit quality of a wholly-owned subsidiary is “linked” to 
that of its parent. With this in mind, provide justification for Ms. Ahern’s credit risk 
adjustment in light of the following: 

a) As of mid-2009, EPCOR Utilities, Inc. held a 72% position in Capital Power 
Corporation (Symbol: CPX) traded on the Toronto Stock Exchange. Although 
currently divesting itself of its electric generation holdings in Capital Power, 
EPCOR has significant influence in Capital Power and therefore uses the 
equity method to account for its investment in the company. As a 
consequence, over the last three years EPCOR has recorded the following 
realized losses on its investment in Capital Power: 
1) For the year ended December 31, 2011, EPCOR recorded a loss on the 

sale of investment in Capital Power of $24 million; 
2) For the year ended December 31, 2012, EPCOR held a 29% ownership 

stake in Capital Power, and recorded a loss on the sale of investment in 
Capital Power of $36 million as well as a pre-tax impairment charge of $124 
million ($1 24 million after-tax); and 

3) For the year ended December 31, 2013, EPCOR held a 19% ownership 
stake in Capital Power, and recorded a loss on the sale of investment in 
Capital Power of $16 million as well as a pre-tax impairment charge of $43 
million ($43 million after-tax). 

b) EPCOR’s stated intentktrategic direction to “de-risk” (emphasis added) by 
continuing to divest itself of its Capital Power holdings and exposure to 
generation (See EPCOR Utilities Inc., “Investor Presentation,” (March 18, 201 4) 
p. 12. (a copy of which is available on the EPCOR web site); and 

c) EPCOR Utilities, Inc. holdings in Capital Power pre-date the January 31, 2012 
acquisition, from Arizona-American Water Company, of the five EPCOR Water 
Arizona operating subsidiaries presently seeking a rate increase in this docket. 

A: The justification for Ms. Ahern’s adjustment is discussed in detail on page 4, line 7 
through page 5, line 5, page 17, lines 10 - 24 and page 42, line 20 through page 
43, line 13. Her opinion is unchanged, in light of items a) through c) above. 



ATTACHMENT E 

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Pauline M. Ahern, CRRA 
Title: Managing Principal, AUS Consultants 

Address: 155 Gaither Drive, Suite A 
Mt. Laurel, NJ 08054 

ComDanv ResDonse Number: STF JAC 13.1 

Q: In responding to Staff Data Request JAC 9.1, Ms. Ahern was not fully responsive 
to the question asked. When asked to provide a detailed explanation as to how 
the results from each of Ms. Ahern’s cost of common equity estimation models 
(i.e., Discounted Cash Flow Model (8.37%), Risk Premium Model (1 1.25%), and 
Capital Asset Pricing Model (9.93%)) were weighted in arriving at her 9.95% pre- 
adjustment cost rate, and the reason(s) why Ms. Ahern believes the relative 
weightings she accords each model is appropriate, she responded with the 
following statement: 

The 9.95% indicated pre-risk adjusted common equity cost 
rate is the approximate median (emphasis added) of the 
results of the Discounted Cash Flow Model (8.37%) Risk 
Premium Model (1 1.25%) and Capital Asset Pricing Model 
(9.93%). 

Because the above response sheds no light on either Ms. Ahern’s (i) 
weighting allocation or (ii) the reason(s) for said weighting allocation, Staff 
respectfully requests that Ms. Ahern be fully responsive to the question 
asked in Staff data request JAC 9.1, which reads as follows: 

As presented in Exhibit PMA-DT 2, Schedule 1 (Brief Summary of 
Common Equity Cost Rate) of Ms. Ahern’s direct testimony, the indicated 
cost of equity cost rate before consideration of adjustments for 
creditlbusiness risk is 9.95%. Ms. Ahern arrives at this 9.95% cost rate 
utilizing estimates derived from three different cost of equity 
methodologies: Discounted Cash Flow (8.37%), Risk Premium Model 
(1 1.25%), and Capital Asset Pricing Model (9.93%). However, the 
arithmetic mean of these three estimates equate to a cost of equity of 
9.85% ((8.37Y0 + 11.25% + 9.93%) / 3 = 9.85%), a figure 10 basis points 
lower than her indicated 9.95% cost rate. In light of this fact, please 
respond to the following: 

Provide a detailed explanation as to how each cost of common equity estimation 
model (Le., Discounted Cash Flow, Risk Premium Model, and Capital Asset 
Pricing Model) employed by Ms. Ahern is weighted for purposes of arriving at her 
9.95% pre-adjustment cost rate, and the reason(s) why Ms. Ahern believes the 
relative weightings she accords each model is appropriate. 



~ _____ ~ _______ _ _ _ _ _ ~ _ _ _ _ _ _ _ _ _ _ _ _ _ _  ~ ~ ______ ______________ 

A: As Ms. Ahern stated in response to Staff Data Request JAC 9.1, the 9.95% 
indicated pre-risk adjusted common equity cost rate is the approximate median of 
the results of the Discounted Cash Flow Model (8.37%) Risk Premium Model 
(1 1.25%) and Capital Asset Pricing Model (9.93%). Therefore, weights were not 
given to the results of the specific models. The median of the indicated pre-risk 
adjusted common equity cost rates resulting from the DCF, RPM and CAPM is 
9.93%, which when rounded to 9.95% is Ms. Ahern’s recommended common 
equity cost rate. To paraphrase Ms.  Ahern’s direct testimony, at page 22, lines 2 
- 17, she relies upon the median due to the wide range of results as well as the 
continuing volatile capital market conditions in light of the continuing fragile 
economic recovery, and to not give undue weight to outliers on either the high or 
the low side. In her opinion, the median is a more accurate and reliable measure 
of central tendency, and provides recognition of all of the cost of common equity 
cost rate model results. 



ATTACHMENT F 

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Pauline M. Ahern, CRRA 
Title: Managing Principal, AUS Consultants 

Address : 155 Gaither Drive, Suite A 
Mt. Laurel, NJ 08054 

ComDanv ResDonse Number: STF JAC 13.5 

Q: Exhibit PMA-DT1 of Ms. Ahern’s testimony provides a listing of the utilities for 
which she has sponsored testimony on fair rate of return and related issues. 

a) 

b) 

With this in mind, please respond to the following: 
List the regulatory proceedings in which Ms. Ahern has testified as a cost 
of capital witness; 
Among the regulatory proceedings in which Ms. Ahern has testified as a 
cost of capital witness, specify those in which she has presented 
estimates derived from the PRPMTM model; and 
Among the regulatory proceedings in which Ms. Ahern has presented 
estimates derived from the PRPMTM model, provide the docket number 
and regulatory jurisdiction in which Ms. Ahern’s PRPMTM cost of equity 
recommendations were adopted. 

c) 

A: a) Please see Attachment STF JAC 13.5 (a). 

b) Please see Attachment STF JAC 13.5 (b). 

d) To the best of Ms. Ahern’s knowledge Ms. Ahern’s PRPMTM cost of equity 
recommendations have not been specifically adopted in a regulatory 
proceeding. To the best of Ms. Ahern’s knowledge the only proceeding in 
which they were specifically rejected was Docket No. 201 3-003362 before the 
Maine Public Service Commission (MPSC) on behalf of Maine Water 
Company. In rejecting the PRPMTM, the MPSC noted “we are not prepared to 
incorporate the results of the analysis using the PRPMTM inputs into our 
determination of an appropriate ROE in this case. This does not however 
preclude us from future reliance once the model is fully vetted by academia 
and other regulatory bodies.” 



ATTACHMENT G 

I 

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: 
Title: Managing Principal, AUS Consultants 

Pauline M. Ahern, CRRA 

Address : 155 Gaither Drive, Suite A 
Mt. Laurel, NJ 08054 

Company Response Number: STF JAC 13.6 

Q: Excepting her associates at AUS Consultants, is Ms. Ahern aware of other cost 
of equity consulting professionals who incorporate estimates derived from the 
PRPMTM model when testifying at regulatory proceedings? 

A. No, to the best of Ms. Ahern’s knowledge. However, please see Attachment STF 
JAC 13-6 which shows the many venues in which the PRPMTM or research 
based upon the PRPMTM has been presented, ranging from regulatory 
commission task forces; to Wall Street; to NARUC; to the Rutgers University’s 
Center for Research in Regulatory Industries; to the Financial Research Institutes 
- University of Missouri’s Hot Topic Hotline; and, elsewhere. In addition, the co- 
authors have granted permission for the PRPMTM to be included in Roger A. 
Morin’s next edition of New Regulatory Finance. It will also be included in Cost of 
Capital: Applications and Examples (5‘h Ed.), Wiley & Sons, Shannon Pratt and 
Roger Grabowski (editors) and The Lawyers’ Guide to Cost of Capital, ABA 
Publishing, Shannon Pratt and Roger Grabowski (editors), both of which are to 
be published in 201 5. 



ATTACHMENT H 

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: 
Title: Managing Principal, AUS Consultants 

Pauline M. Ahern, CRRA 

Add ress : 155 Gaither Drive, Suite A 
Mt. Laurel, NJ 08054 

Company Response Number: STF JAC 13.8 

Q: Footnote I at the bottom of Exhibit PMA-DT2 Schedule 7 (p. 2 of 11) reads as 
follows: “PRPMTM calculated from first available trading month through 
September 2013.” A review of Ms. Ahern’s work papers for this same schedule 
indicates that the average variance calculation for each of her nine sample 
companies was based on monthly variances over time, with the time series 
variance calculation for Aqua America covering the longest period of time 
(August 1971-September 2013) and that of American Water Works the shortest 
(May 2008- September 2013). In light of this fact, please respond to the 
following: 

Define what is meant by the expression “first available trading month;” 
For each of Ms. Ahern’s nine sample companies, indicate the date (month 
and year) in which the company’s common stock initially went public; 
For each of Ms. Ahern’s nine sample companies, indicate the date (month 
and year) in which she initiated her time series variance analysis; and 
To the extent that the dates of Ms. Ahern’s time series variance analysis 
do not conform to the period over which the common stock of each of her 
nine sample companies has actually been publicly traded, for each sample 
company provide an explanation as to why her “first available trading 
month” differs from the ‘actual first trading month.’ 

The “first available trading month” is the first month of data provided by the 
Center for Research in Securities Prices (CRSP@) from The University of 
Chicago Booth School of Business for each of the nine water companies. 

Ms. Ahern assumes that the month in which the water companies stock 
initially went public to be the first month of data provided by CRSP@. In 
any event, the data provided by CRSP@ is the longest available series of 
market data for these companies. 

See tab Sch 7 p 2 of Ms. Ahern’s electronic exhibit. 

Please see Ms. Ahern’s response to parts a) through c), above. 



ATTACHMENT I 

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: 
Title: Managing Principal, AUS Consultants 

Pauline M. Ahern, CRRA 

Address : 155 Gaither Drive, Suite A 
Mt. Laurel, NJ 08054 

Company Response Number: STF JAC 13.9 

Q: A review of Exhibit PMA-DT2 Schedule 7 (p. 2 of 11) indicates that among Ms. 
Ahern’s nine sample companies, York Water Compan has the second highest 
average variance (0.46%), the third highest PRPMYM derived risk premium 
(1 1.40%) and the third highest indicated cost of common equity (15.71 %). Upon 
review of Ms. Ahern’s work papers supporting that schedule, Staff found that the 
initial monthly variance figures assigned to York Water appeared to be 
disproportionately higher than those of the other water companies in her sample. 
The table below depicts both the initial month variance assigned to each of her 
nine sample companies, as well as Staffs calculation of the initial year average 
variance based upon Ms. Ahern’s monthly variance figures. As shown, the initial 
month variance for York Water (2.73%) exceeded the average of the other eight 
companies (0.2375%) by a factor of 11.495, while the initial year average 
variance for York Water (1.70%) exceeded the average of the other eight 
companies (0.24875%) by a factor of 6.834. 

Initial Month Initial Year 
Variance Average Variance 

American States Water 
American Water Works 
Aqua America 
Artesian Resources 
California Water 
Connecticut Water 
Middlesex Water 
SJW Corporation 

0.25 % 
0.76 % 
0.25 % 
0.10 % 
0.09 % 
0.28 % 
0.07 % 
0.10 Yo 

0.23 Yo 
0.52 % 
0.35 % 
0.16 % 
0.16 Yo 
0.27 % 
0.14 % 
0.16 % 

Eight Company Average 0.2375 % 0.24875 % 

York Water 2.73 % 1.70 % 

Magnitude Greater 11.495 x 6.834 x 

In light of the above, please respond to the following: 

a) Provide an explanation as to why the monthly variances for York Water are 
not representative of the monthly variances of the other eight companies in 
Ms. Ahern’s proxy group, making sure to identify a factors which would 
explain the significant disparities depicted above; 



b) Because the monthly variance figures in Ms. Ahern’s work papers have been 
“hard coded” into the Excel spreadsheet, their calculation is not subject to 
independent verification by Staff. Please identify an independent source(s) 
where the calculation of the monthly variance figures for each of Ms. Ahern’s 
nine sample companies can be verified; 

c) If no such independent source is available, please provide Staff with a copy of 
the work papers containing Ms. Ahern’s calculations of the monthly variance 
figures for each of her nine sample companies. 

A: a) Ms. Ahern cannot speculate as to why York Water Company’s early predicted 
variances differ from those of the other eight water companies in her proxy 
group. While York’s early predicted variances appear out of line relative to 
those of the other water companies, they are the predicted variances based 
upon Yorks actual market returns / equity risk premiums. 

b) Ms. Ahern used the independent commercial Eviews statistical package to 
derive the predicted monthly variances for each company. She can be made 
available in person or via webinar to demonstrate how to derive the predicted 
variances using Eviews. 

c) Please see Ms. Ahern’s response to part B above. 
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EXECUTIVE SUMMARY 
EPCOR WATER ARIZONA, INC. 
DOCKET NO. WS-Ol303A-14-0010 

EPCOR Arizona Water, Inc. (“EWAZ’ or “Company”) is a certificated Arizona public service 
corporation that provides water and wastewater in various communities throughout the state. Tlus 
case includes the lstricts of Mohave Water, Mohave Wastewater, Paradise Valley Water, Sun City 
Water, and Tubac Water. 

The Company filed an application for a permanent rate increase based upon a test year ending June 
30, 2013. The testimony of Ms. Mary J. Rimback herein is to present the Staff recommended rate 
base valuation and the depreciation and amortization expense for all five districts in the application. 
Following is a summary of Company proposed and Staff recommended rate bases and 
depreciation/amortization expense. 

Mohave Water 

The Company proposes for Mohave Water District, a rate base of $23,496,515; Staff recommends a 
rate base $22,360,920, a decrease of $1,135,595. The Company proposes depreciation/amortization 
expense of $1,331,139, Staff recommends $1,270,161, a decrease of $60,978. 

Mohave Wastewater 

The Company proposes for Mohave Wastewater District, a rate base of $5,305,083; Staff 
recommends a rate base $4,635,387, a decrease of $669,696. The Company proposes 
depreciation/amortization expense of $257,946, Staff recommends $245,738, a decrease of $12,208. 

Paradise V a L y  Water 

The Company proposes for Para&se Valley Water District, a rate base of $39,380,442; Staff 
recommends a rate base $37,148,991, a decrease of $2,231,450. The Company proposes 
depreciation/amortization expense of $1,608,655, Staff recommends $1,527,744, a decrease of 
$80,9 1 1. 

Szln City Water 

The Company proposes for Sun City Water &strict, a rate base of $26,409,286; Staff recommends a 
rate base $24,790,106, a decrease of $1,619,179. The Company proposes depreciation/amortization 
expense of $1,916,821, Staff recommends $1,679,018, a decrease of $237,803. 

Tzlbac Water 

The Company proposes for Tubac Water district, a rate base of $1,607,775; Staff recommends a rate 
base $1,437,666, a decrease of $1 70,110. The Company proposes depreciation/amortization 
expense of $238,395, Staff recommends $1 80,392, a decrease of $58,003. 
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I. INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please state your name, occupation, and business address. 

My name is Mary J. Runback. I am a Public Utilities Analyst with the Arizona Corporation 

Commission (“ACC” or “Commission”) in the Utilities Division (“Staff’). My business 

address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Briefly describe your responsibilities as a Public Utilities Analyst. 

In my capacity as a Public Utilities Analyst, I analyze and examine accounting, financial, 

statistical and other information included in utility rate, financing and other applications. In 

addition, I prepare written reports based on my analyses and present Staffs recommendations 

to the Commission on utility revenue requirements, rate base, rate design, and other issues. 

Please describe your educational background and professional experience. 

I graduated from Arizona State University with a Bachelor of Science in Accounting and I am 

a Certified Public Accountant licensed by the Arizona State Board of Accountancy. I have 

many years of experience in accounting and risk management with large organizations in 

mining, convenience stores, transportation, hotels, gaming, retail and municipalities. I began 

employment with the Arizona Corporation Commission in June of 2012. I have participated 

in rate, financing and other regulatory proceedings since joining the Commission. I attended 

the National Association of Regulatory Udties Commissions (“NARUC”) Utilities Rate 

School in May of 2013 and the NARUC Regulatory Studies School in August of 2014. 

What is the scope of your testimony in this case? 

I am presenting Staffs analysis and recommendations regardtng EPCOR Water Arizona, Inc. 

(“EWAZ” or “Company”) rate base and related depreciable plant for the five districts 

presented in this rate case. 
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Q- 
A. 

Q. 
A. 

11. 

Q. 
A. 

What is the basis of your testimony in this case? 

I performed a regulatory audit of the Company’s application and records as regards rate base 

and depreciable plant. The regulatory audit consisted of examining and testing financial 

information, accounting records, and other supporting documentation and verifying that the 

accounting principles applied were in accordance with the Arizona Administrative Code 

(“AAC”) and the Commission adopted NARUC Uniform System of Accounts (“USOA”). 

How is your testimony organized? 

My testimony is presented in six Sections. Section I is this introduction. Section I1 is a brief 

background of the EPCOR organization, the ultimate parent of EWAZ and the five districts 

in this application. Section I11 provides a summary of the rate base portion of the application 

by district. Section IV discusses Staff concerns as to the Company’s plant record keeping. 

Section V addresses fully depreciated plant. Section VI provides Staffs recommended 

adjustments to rate base. 

BACKGROUND 

Please provide a brief review of the background of the utility. 

The five districts in this rate application are part of EWAZ. The dtstricts are part of an 

acquisition of thirteen districts from Arizona American Water in February of 2012. EWAZ 

also owns Chaparral City water purchased in 201 1 and North Mohave Water purchased 2013. 

EWAZ is a subsidiary of EPCOR Water USA, and ultimately EPCOR Utilities Inc. 

(“EPCOR”). EPCOR is headquartered in Edmonton, Alberta, Canada. EPCOR’s history 

dates back to Edmonton Electric Lighting and Power Company formed in 1891. EPCOR 

Ualities Inc. has been a stand-alone company since 1996. The City of Edmonton, Alberta, 

Canada is the sole shareholder of EPCOR Utilities Inc. 
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In addition to managing numerous municipal water and wastewater treatment facilities in 

Canada and the United States, EPCOR also distributes electricity. EPCOR previously owned 

five power-generating facilities within the province of Alberta. The decision was made in 

2009 to divest the power producing assets though the creation of a publicly traded company. 

Capital Power Corporation, EPCOR Power LP, a limited partnership with EPCOR Utilities 

Inc. was transferred to Capital Power Corporation and renamed Capital Power Income L.P. 

Q. 
A. 

Q. 
A. 

Which Districts are included in the current rate application? 

Five districts included in t h s  application are: 

Mohave Water 

Mohave Wastewater 

Paradise Valley Water 

Sun City Water 

Tubac Water 

What are the primary reasons for the Company’s requested permanent rate increase? 

The Company states that it has been unable to earn an adequate rate of return on the utility 

plant and property. 

111. SUMMARY OF APPLICATION RATE BASE 

Q. 

A. 

Please summarize the Company’s filing and Staff recommendations for the five 

districts. 

The Company proposed rate base and depreciation/amortization expense by district as 

shown in the Company’s revised application docketed October 14,2014, and is as follows: 
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Mohave Water 

The district’s last rate case used a test year ended June 30, 2010, Decision No. 73145, 

effective July 1, 2012. 

The Company proposes for Mohave Water District, a rate base of $23,496,515; Staff 

recommends a rate base $22,360,920, a decrease of $1,135,595. 

Staffs adjustment for Accumulated Depreciation decreased rate base by $279,644. 

Staffs adjustment reversing a pro forma adjustment for Contribution in Aid of construction 

(“CIAC”) for Construction Work in Progress (“CWIP”) decreased rate base by $69,169. 

Staffs adjustment for reversal of Regulatory Liabhties for Low Income charges increased the 

rate base by $106,450. 

Staffs adjustment for Working Capital decreased rate base by $19,329. 

Staff reversed a Company pro forma adjustment for Allowance for Funds Used During 

Construction (“AFUDC”) 24 month deferral which decreased rate base by $806,861. 

Staff reversed a Company pro forma adjustment for Deferred Debits which reduced rate base 

by $67,042. 

Staffs Depreciation and Amortization adjustment decreased the district’s proposed expenses 

by $60,978. Staff removed fully depreciated plant from the calculation of depreciation 
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expense, and also removed the amortization of the Company’s proposed 24 month AFUDC 

deferral and amortization of regulatory assets. 

Mohave Wastewater 

The district’s last rate case used a test year ended December 31, 2007, Decision No. 71410, 

effective December 1,2009. 

The Company proposes for Mohave Wastewater District, a rate base of $5,305,083; Staff 

recommends a rate base $4,635,387, a decrease of $669,696. 

Staffs adjustment for Accumulated Depreciation decreased rate base by $41 3,326. 

Staffs adjustment reversing a pro forma adjustment for CIAC for CWIP decreased rate base 

by $227,674. 

Staffs adjustment for Working Capital increased rate base by $21, 

Staff reversed a Company pro forma adjustment for AFUDC 24 month deferral reduced rate 

base by $28,717. 

Staffs Depreciation and Amortization adjustment decreased the district’s proposed expenses 

by $12,208. Staff also removed amortization of the Company’s proposed 24 month AFUDC 

deferral and amortization of regulatory assets. 
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Paradise VaLey Water 

The district’s last rate used a test year ended December 31, 2007, Decision No. 71410 

effective December 1,2009. 

The Company proposes for Paradise Valley Water District, a rate base of $39,380,442; Staff 

recommends a rate base $37,148,991, a decrease of $2,231,450. 

Staffs Accumulated Depreciation and Negative plant balances adjustment decreased rate base 

by $1,416,773 for accumulated depreciation and increased the rate base by $15,161, by 

removing negative plant balances. 

Staffs adjustment reversing a pro forma adjustment for CLAC for CWIP decreased rate base 

by $43,632. 

Staffs adjustment for Working Capital decreased rate base by $7,520. 

Staff reversed the Company’s pro forma adjustment for AFUDC 24 month deferral reduced 

rate base by $427,598. 

Staff reversed the Company’s pro forma adjustment for Deferred Debits reduced rate base by 

$351,088. 

Staffs Depreciation and Amortization adjustment decreased the district’s proposed expenses 

by $80,911. Staff removed fully depreciated plant from the calculation of depreciation 

expense, and also removed the amortization of the Company’s proposed 24 month AFUDC 

deferral and amortization of regulatory assets. 
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Sztn Cig Water 

The district’s last rate case used a test year ended December 31, 2008, Decision No. 72047 

effective January 1,2011. 

The Company proposes for Sun City Water district, a rate base of $26,409,286; Staff 

recommends a rate base $24,790,106, a decrease of $1,619,179. 

Staffs Accumulated Depreciation and negative plant balances adjustment decreased rate base 

by $715,283 for accumulated depreciation and increased rate base by $98,493 by removing 

negative plant balances. 

Staffs adjustment reversing a pro forma adjustment for CLAC for CWIP decreased rate base 

by $845,933. 

Staff adjustment for reversal of Regulatory Liabilities for Low Income charges increased rate 

base by $90,329. 

Staffs Working Capital Adjustment decreased rate base by $21,673. 

Staff reversed the Company’s pro forma adjustment for AFUDC 24 month deferral which 

decreased rate base by $225,112. 

Staffs adjustment for Depreciation and Amortization decreased the district’s proposed 

expenses by $237,803. Staff removed fully depreciated plant from the calculation of 

depreciation expense, and also removed the amortization of the Company’s proposed 24 

month AFUDC deferral and amortization of regulatory assets. 
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Tubal 

The district’s last rate case used a test year ended December 31, 2007, Decision No. 71410 

effective December 1 , 2009. 

The Company proposes for Tubac Water district, a rate base of $1,607,775; Staff 

recommends a rate base $1,437,666, a decrease of $170,110. 

Staffs adjustment for Accumulated Depreciation decreased rate base by $1,877. 

Staffs adjustment reversing a pro forma adjustment for CIAC for CWIP decreased rate base 

by $74,010. 

Staffs Working Capital Adjustment decreased rate base by $10,833. 

Staff reversed the Company’s pro forma adjustment for AFUDC 24 month deferral which 

decreased rate base by $27,978. 

Staff reversed the Company’s pro forma adjustment for Deferred Debits which decreased 

rate base by $55,412. 

Depreciation and Amortization adjustment reduced the district’s proposed expenses by 

$58,003. Staff removed fully depreciated plant from the calculation of depreciation expense, 

and also removed the amortization of the Company’s proposed 24 month AFUDC deferral 

and amortization of regulatory assets. 
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IV. STAFF AUDIT OF COMPANY PLANT RECORD KEEPING 

Q. 
A. 

Q. 

A. 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Does Staff have concerns as to the Company’s plant record keeping? 

Yes, the concerns are in the accumulated depreciation subaccounts. The Company has 

balances in the accumulated depreciation which are showing balances opposite of the usual 

balances. And the Company is continuing to recover depreciation expense beyond the 

original cost of plant asset. 

Are there particular audit procedures that Staff performs as part of an audit of the 

Company’s plant? 

Yes. 

Does Staff typically use a plant and accumulated depreciation schedule in its audit of 

plant? 

Yes, this is a basic procedure of the audit. 

What is a plant and accumulated depreciation schedule? 

A plant and accumulated depreciation schedule is a schedule that shows the annual plant 

addtions, plant retirements, depreciation accruals, and ending plant and accumulated 

depreciation balances by year by NARUC account numbers from the end of the test year of 

the Company’s last rate case to the end of the test year of the instant case. The beginning 

balances to be used in the schedules are the plant and accumulated depreciation balances (by 

NARUC account number) approved by the Commission in the Company’s last rate case. 

How does Staff use the plant and accumulated depreciation schedule in its audit? 

Staff uses the plant and accumulated depreciation schedule to perform the following’: 

1 The following list is not all-inclusive. 
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1. 

2. 

3. 

4. 

5. 

6. 

7. 

Verifying that each annual year-end plant balance is mathematically correct &e. the 

beginning plant balance plus the plant adhtions less the plant retirements equals the 

ending plant balance). 

Verifying that the summation of the actual plant additions, retirements, and 

depreciation accruals for each year equals the actual plant and accumulated 

depreciation balance reported in the Company’s application and general ledger. 

Determining whether or not the Company has made the appropriate retirements of 

plant. For example, if a pump was added but there was no retirement in the same 

year, Staff would investigate why no pump retirement was made. 

Determining whether or not the plant identified by Staff Engineering as “not used 

and useful” or otherwise not in service has been reflected in the appropriate year and 

the appropriate plant account. 

Verifymg that the depreciation expense for each year and for each plant account was 

calculated correctly using the correct plant balance and the correct depreciation rate. 

Determining whether or not any plant accounts have been over-depreciated. 

Determining whether or not any caps have been placed on the accumulated 

depreciation balances to prevent accumulated depreciation from becoming larger than 

the plant account balance. 
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8. Selecting a sample of plant assets by year and by plant account number for which 

Staff will request plant invoices. 

9. Tracing an item from a plant and accumulated depreciation schedule (that has been 

found to be mathematically correct and agrees with the application) to the general 

ledger. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

What is Staffs recommendation? 

Staff recommends that the Company be ordered to file plant and accumulated depreciation 

schedules by year by NARUC account number for any system included in future permanent 

rate applications. 

Did the Company ultimately file revised schedules with Docket Control? 

Yes, the Company filed revised schedules and these were docketed on October 14,2014. 

In these revised schedules, did the Company include additional pro-forma 

adjustments not included in the original filing in the October 14, 2014 revised 

schedules? 

Yes. 

Please define pro-forma adjustment according to the Arizona Administrative Code. 

Pro-forma adjustment is defined in A.A.C. 14-2-103 (A) (3)(i) as: Adjustments to actual test 

year results and balances to obtain a normal or more realistic relationship between revenues, 

expenses and rate base. 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

Please discuss the Company’s representation of depreciation expenses. 

The Application submitted by the Company shows recoveries, through depreciation, many 

times beyond the original cost of the asset. Staff has included an exhibit summarizing these 

amounts (Exhibit MJR-A Fully Depreciated). 

A.A.C. R14-2-102 (A): 

(3) “Depreciation” means an accounting process which wdl permit the 

recovery of the original cost of an asset less its net salvage over the service 

life. 

What is Staffs recommendation concerning depreciation expenses? 

Staff recommends that the Company track accumulated depreciation by NARUC account 

and stop depreciating once the original cost of an asset has been recovered through 

depreciation. This will assure compliance with R14-2-102(A), whch clearly states that 

depreciation expense should only recover original cost. 

Does this require a major change in the Company’s recordkeeping for rate making 

purposes? 

No, it should not. The Company is currently keeping track of the assets purchased not only 

by year, but also by month of purchase (vintage tracking of assets). Once the date of 

purchase is established it is an easy task to determine when the full recognition of the original 

cost occurs. 
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Q. 

A. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Is Staff recommending that the Company track plant assets by vintage year of 

purchase? 

Yes, this tracking by vintage year assures that the Company is not over depreciating or 

expensing depreciation on fully depreciated assets. 

Please discuss the Company’s representation of accumulated depreciation. 

Staff found that the Company was not using a rationale and systematic method of 

accumulated depreciation and that the Company was not tracking accumulated depreciation 

in accordance with AAC R14-2-102 (B)(Z) which states “A separate reserve for each account 

or functional account shall be maintained”. 

Why is this important to an audit of the Company’s plant accounts? 

Staff recommends that certain depreciation rates be used for each plant account in each rate 

case. The accumulated depreciation reserve balance is an assurance that past depreciation 

rates approved by the Commission are included in the rate base calculations. 

Did the Company schedules indicate to Staff that accurate separate accumulated 

reserve accounts were being maintained by the Company for rate making purposes? 

No, the Company schedules showed the following anomalies which were concerning to Staff: 

1) 

2) 

Accumulated depreciation on negative plant; 

Debit accumulated depreciation balances (normally accumulated depreciation is a 

credit account balance); 

Depreciation was accumulated for non-depreciable assets (land, organization costs); 

Re-classifications of accounts were treated as if they were retirements; 

3) 

4) 

5) Lack of timely retirements. 
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Two examples are: 

1. Paradise Valley Water District NARUC account 301000 Organization shows a debit 

balance of negative $477,283 not only is this a debit balance, but it attributes 

depreciation to an account that is not depreciable. The effect of this is to increase the 

net book value of organization cost from $1,831 to $479,114 @e. a positive value 

minus a negative value provides a positive value). This is the calculation the 

Company provided in the application. 

2. Sun City Water District NARUC account 304100 Structures and Improvements 

Supply shows a negative plant of $98,493 with $330,200 in accumulated depreciation. 

This results in a &stortion of the Balance, resulting in a negative book value of 

$428,693. As wdl be discussed in the Adjustment No. 1 portion of this testimony, 

plant cannot be less than -0-. It is either existing or not; it does not have a negative 

existence. 

Q. 
A. 

Why is this a concern to Staff? 

As wdl be discussed in the adjustment section of this testimony, 

A debit accumulated depreciation balance in an account that generally carries a credtt balance 

creates what can be described as Phantom assets-that is, there is no actual asset but the rate 

base calculation computes the equivalent of an asset. 

Negative plant balances are not realistic, plant cannot be less than -0-. 

There is no benefit to rate payers to continually distort the actual plant in place nor dtstort the 

actual age of the plant. 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

Q- 
A. 

Q. 
A. 

Please discuss other areas of concern identified by Staff. 

The Company is incorrectly applying the allocated corporate depreciation rates. The 

Company is applying depreciation rates approved in Docket No. WS-O1303A-10-0448 to all 

districts in the instant rate case. However, unique rates were approved for the various 

districts. The approved rates need to be used for each district. 

Does Staff find this accounting concerning? 

Yes, on several counts. Depreciation rates are set for items that are capitahzed in plant 

accounts, the Company is not reporting these amounts in the actual district rate base, but 

merely allocated these plant items to the districts every time the Company applies for an 

increase in rates. The approved depreciation rates are for a particular &strict and do not 

apply to another district. 

Did the Company’s methods of calculating corporate level depreciation of plant result 

in allocations of depreciation higher than the amount of actual existing corporate 

plant? 

Yes, the lack of proper tracking of the assets leads to accumulated depreciation balances 

greater than the original cost of the asset, plus the lack of proper tracking of the asset led to 

retirements not being recorded in the allocated plant amounts. 

What is Staff’s recommendation? 

Staff recommends the Company depreciate allocated corporate plant using the specific 

depreciation rates approved for that &strict in that district’s last rate case. 

Does Staff have recommendations to improve the Company plant recordkeeping? 

Yes, Staff recommends the following: 
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e 
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e 

e 

e 

Company complete research to assure the transfers between accounts accurately 

reflect the accumulated depreciation in those accounts. 

Investigating to remove negative plant balances and debit accumulated depreciation 

balances from future rate applications calculations and being more prepared to 

explain instances where negative balances might exist. 

Assure that replacement plant also retires existing plant that it is replacing in the same 

account. 

Refrain from proposing depreciation expense related to plant that is already fully 

depreciated beyond its original cost. 

Maintain plant records pertaining to purchase, retirements and adjustments by vintage 

year. 

V. FULLY DEPRECIATED PLANT 

Q. 
A. 

Q. 

A. 

Q. 
A. 

Generally, how is the Staff recommended required revenues determined? 

A rate of return on rate base is calculated and compared to the Company’s adjusted test year 

income; the amount necessary to meet the rate of return determines the increase to revenues. 

What is the rate-making effect, if a Company continues to depreciate plant beyond its 

original cost? 

Effectively, the Company is granted rates to cover non-existent expenses. 

Did the Company propose this in the current rate case? 

Yes, the Company submitted schedules showing accumulated depreciation totals many times 

the original cost of the underlying assets asset (as is shown on Exhibit MJR-A Fully 

Depreciated) while also requesting further recovery on these assets through depreciation 

expense. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 
12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

Direct Testimony of Mary J. Rimback 
Docket No. WS-O1303A-14-0010 
Page 17 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Is recovery over the original investment costs in assets anticipated in the rate making 

process? 

No, as previously noted, a rate of return on rate base anticipates that the original asset is 

depreciated in a systematic and rational manner and that the asset is retired when it is no 

longer in service. If a replacement asset is required, the original asset is retired from plant 

accounts and the replaced plant depreciated and earns a rate of return. 

Does the Arizona Administrative Code define the terms describing depreciation 

expense and accumulated depreciation? 

Yes the following definitions are provided in the A.A.C. R14-2-102 (A): 

1. ‘Xccumulated depreciation” means the summation o f  the annualprovision for depreciation from the 

time that the asset is jrs t  devoted to public service. 

‘Depreciation ’’ means an accounting process which wi7lpemit the recovey o f  the original cost o f  an 

asset less its net salvage over the service &. 
‘Original cost’:. means the cost ofpropeq at the time it wasjrst devoted to  public seruice. 

‘Propeq retired” means assets which have been removed, sold, abandoned, destroyed, or which for 

a y  cause have been withdrawn from service and books ofaccount. 

3. 

6. 

7. 

R14-2-102 (B) 

1. 

2. 

Annual depreciation acmals shall be recorded. 

A separate reserve for each account or functional account shall be maintained 

Is Staff recommending adjustments to the depreciation expense and related 

amortization of CIAC proposed in the Company’s application? 

Yes. 
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Q. 

A. 

Q. 

A. 

VI. 

Please summarize Staffs adjustments to depreciation expense and related 

amortization of CIAC. 

By District: 

Company Staff 

Mohave Water $1,33 1,139 $1,270,161 ($60,978) (4.58’) 
Mohave Wastewater $ 257,946 $ 245,738 ($1 2,208) (4.73%) 
Paradse Valley Water $1,608,655 $1,527,744 ($80,9 1 1) (5.03’/0) 
Sun City Water $1,9 1 6,821 $1,679,018 ($237,803) (12.41%) 
Tubac Water $ 238,395 $ 180,392 ($58,003) (24.33’)’ 
Subtotal 

ProDosed Recommended Decrease - ‘/O 

What is Staff recommending for accounts reflected as fully depreciated on the 

Company provided schedules? 

Staff recommends no recovery through additional depreciation expense for either non- 

existent or fully depreciated plant (See Schedule CLP-13). 

RATE BASE ADJUSTMENTS MULTIPLE SYSTEMS 

Fair Value Rate Bare 

Q. Did the Company prepare a Schedule showing the elements of R 

New Rate Base? 

onstruction Cost 

A. No, the Company requested that its original cost rate base (“OCFUY) be treated as its fair 

value rate base. 

* Tubac Depreciation expenses include an amount for Arsenic media, which is discussed in Rate base adjustment No. 6 
Tubac Arsenic Media. 
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Rate Base A&istmeent Summary ( A d  Districts) 

Q. 
A. 

Q. 
A. 

Rate 

Please summarize Staff adjustments to EWAZ’s rate base in the five districts. 

Staff recommends adjustments to the Company’s rate base for the following categories: 

0 Removal of Phantom Assets resulting from a balance in accumulated depreciation 

which is opposite the normal credit balance in accumulated depreciation and removal 

of negative plant balances 

Reverse 24 Month Deferral Balance for Post in Service AFUDC - All Districts 

Adjust Working Capital All Districts 

Reverse CLAC removed attributable to CWIP - All Districts 

0 

0 

0 

0 Reverse Regulatory Liability 

0 

0 

Reverse Deferred Debit and Regulatory Assets. 

Remove Arsenic media deferrals and chemical expenses (Tubac) 

How are Staff recommended adjustments presented in this testimony? 

Staff adjustments are presented in two ways, first a discussion of each type of adjustment 

which is across all districts and the particular adjustment for each &strict. And second, a 

discussion of adjustments that were only made for particular districts, the amount of each 

adjustment is shown as part of the discussion. 

Base Adjtkstment No.1 Removal of Negative plant balances and phantom assets msuking from Debit 

Accumulated Depreciation (all Districts) 

Q. 

A. 

Please explain the Staff adjustment for negative plant balances. 

Plant either exists or it does not exist; the value cannot be less than -0-. 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

What is the effect on plant of the Staff adjustments? 

The adjustments increase the balances to zero. 

Which districts did the Company report negative plant values? 

Paradise Valley: 

NARUC Account 304800 Structures and Improvements negative $8,633 and 340330 

Computer software other negative $6,528. 

Sun City: 

3041 00 Structures and Improvements Supply negative $98,493. 

These are shown in Exhibit MJR-B Negative Plant Balances. 

Please explain Staff adjustments for negative accumulated depreciation or phantom 

assets. 

Following is an example of the Net Book Value (“NBV”) calculations that is used to compute 

rate base. The first column shows the usual balance of a credit accumulated depreciation 

balance, the second column shows a debit accumulated depreciation calculation. 

Calculation Calculation 

Credit Accumulated Depreciation Debit Accumulated Depreciation 

Gross Plant In Service 1,000,000 1,000,000 

Less: 

Accumulated Depreciation 500,000 
Net Book Value 500,000 

(500,000) 
1,500,000 

The NBV has increased by $1,000,000 with no additional investnient in plant. 
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Q. 

A. 

Q. 

A. 

Q. 
A. 

Q. 

A. 

Did the Company provide Staff with schedules of Plant in Service (“PIS”) showing 

negative balances? 

Yes, the Company provided a summary schedule of plant and accumulated depreciation by 

district. As shown in Exhibit MJR-B Staff identified items of PIS which had negative (or 

debit) accumulated depreciation balances and one item with an accumulated depreciation 

balance and no plant (Sun City). 

Did Staff request an explanation of information as to the debit accumulated 

depreciation balances? 

Yes, Staff requested this information in Data Request STF MJR-19.1, 19.2. Staff also 

reviewed the Company’s response to the Residential Utility Consumer Offices (“RUC077) 

Data Request 13.2. The Company’s responses are included in the Exhibit Debit 

Accumulated Depreciation Data Requests. 

Please summarize the Company responses. 

The Company responded that the balances were a result of assets that were retired or 

otherwise removed from service before the end of their useful lives or are otherwise not fully 

depreciated “thls may contribute to a debit balance in an accumulated depreciation account”. 

Please summarize and explain Staff concerns with the Company explanations for the 

debit accumulated depreciation balances. 

Following is a summary of Company responses: 

Assets Retired D r i o r  to the end of their useful lives 

The useful lives are of the assets were actually determined by the Company in that the 

Company has historically requested depreciation rates substantially different than the ones 
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typically recommended by Staff and approved by the Commission. If these depreciation rates 

requested are driving the phantom assets, it is engineered by the Company’s own service life 

estimates. The Phantom assets generated are permanently in the rate base adding to rate base 

with no additional investment. 

Staff notes that in at least one case the debit balance was the result of an improper transfer 

between NARUC accounts in the Paradise Valley District, Staff did not include this in the 

adjustments as the Company has noted this error in its own workpapers. The incorrect 

balance continues to appear in the schedules. 

The debit balances were amxoved in Drior rate cases 

Of particular note is the Company’s explanation that the balances were approved in prior rate 

cases. However, Staff notes that the conclusions of rate case decisions do not suggest 

specific approval of plant sub account balances. Many cases are settled by the various 

intervening parties or are the result of Commission Decisions. The agreed amount of rate 

base, rate of return, and required revenue, that are ultimately set by the Commission, are the 

result of settlement agreements among the parties or recommended opinion and orders by 

the administrative law judge, which may be amended by a vote of the Commission. 

W e  Staff recognizes the Company’s reluctance to deviate from previous rate cases, this 

same reluctance was not expressed in the initial rate h g .  Staff notes that the Company did 

not begin with the previous rate case balances and only after the urgmg of Staff did the 

Company begin with the previous rate case balances. 
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Q. What is Staff recommending? 

A. For purposes of tlus testimony, Staff recommends removal of negative gross plant balances 

with the associated accumulated depreciation, and also removal of debit accumulated 

depreciation balances, for rate making purposes and correct transfers of assets that were 

treated as retirements so that the correct balance is reflected for rate making purposes as 

shown on Schedules MJR-5. Staff requests that the Company continue to verify its 

information and provide any addttional information regarding negative balances for its plant 

and accumulated depreciation accounts. Staff may adjust its recommendation in its 

surrebuttal. 

Rate Base Adjzlstment No. 2 Reverse Allowance for Fands Used During Constmction (‘WUDC’J 24 month 

Deferralfor Post in Service AFUDC (all Districts) 

Q. 
A. 

Q. 
A. 

Did the Company request a 24-month deferral of post in service AFUDC? 

Yes, the Company requested the following amounts be added to rate base: 

Mohave Water $806,861 

Mohave Wastewater $ 28,717 

Paradise Valley Water $427,598 

Sun City Water $225,112 

TubacWater $ 27,978 

What is AFUDC? 

AFUDC is an accounting practice whereby the costs of debt and equity funds used to finance 

plant construction are credtted on the Statement of income and charged to construction work 

in progress on the balance sheet. 
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Q. 

A. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

Does Staff normally allow for AFUDC amounts to be included in the plant accounts 

and thus in the rate base? 

Yes, Staff follows the NARUC guidelines for AFUDC. 

What happens to AFUDC once CWIP is transferred to plant? 

AFUDC is included in the o n p a l  plant values and recovery of the investment through a rate 

of return is calculated, additionally, depreciation expense is calculated on the AFUDC 

included in plant values as an expense or a reduction of income. AFUDC ceases and 

recovery through depreciation expense begins. The entire ongmal cost including the AFUDC 

is recovered through depreciation expense. 

Is the Company suggesting a different method, not in keeping with the acceptable 

NARUC accounting? 

Yes. 

Does Staff agree with this adjustment? 

No, for the following reasons: 

1) Staff notes that such deferral is contrary to NARUC USoA Instruction 19 paragraph 

17. 

“Note:--When only a part of the a plant or project is placed in operation or is completed and 

ready for service but the construction work as a whole is incomplete, that part of the cost of 

the property placed in operation, or ready for service, shall be treated as ‘‘Uthty Plant in 

Service” and allowance for funds used during construction thereon as a charges to 

construction shall cease. Allowance for funds used during construction on that part of the 
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cost of the plant which is incomplete may be continued as a charge to construction until such 

time as it is placed in operation or is ready for service except as limited in item 17 above.” 

2) Approval of this request would allow the Company to include an additional retum of 

AFUDC on its plant that is in service but has not been placed in rate base in a rate 

case along with the associated depreciation expense. In effect this is a request to 

recover amounts the Company deems it is not able to recover because of the time lag 

between rate cases. 

3) Further the Company continues to receive a retum on any plant which is being 

replaced by the construction and is not fully depreciated. 

Q. 
A. 

What is Staff recommending? 

Staff recommends reversal of the pro-forma adjustment for AFUDC 24 month deferral as 

shown on Schedules MJR-6. 

Rate Base Adjzlstment No 3 Working Capital (all Districts) 

Q. 

A. 

Please describe Staff working capital adjustments to rate base. 

The Company requested working capital comprised of amounts for prepaid expenses, 

materials and supplies inventory, and a cash working capital allowance. The Company 

provided Schedules B-5 Revised and B-6 Revised with the October 14, 2014, docketing of 

revised schedules. Staff made no adjustments to the prepaid expense and materials and 

supplies inventory. Staff adjustments relate to the cash working capital allowance component 

of Working Capital only. The calculation of a cash working capital allowance quantifies the 

amount of cash that a Company needs to operate. This analysis evaluates the timing 

differentials between the period required for revenues to be realized and collected and the 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

periods between the date that an expense is incurred and the date paid. The Company 

provided a lead/lag study whch calculated the dtfference between the collection of revenues 

and the payment of expenses. 

How did the Company calculate the revenue lead/lag factors? 

The Company calculated the average midpoint between billing cycles plus an average number 

of days to bill plus an average accounts receivable turnover. The revenue lag was calculated 

at 41 plus days for each district. 

How did the Company Calculate the Expense lead lag factors? 

Prior period expenses were evaluated by the Company to determine expense lags. A benefit 

period associated with each category of expense was established, a midpoint for the benefit 

period was calculated and the number of days from the midpoint of the service period until 

the date the expense was actually paid was calculated. The average of the calculation for each 

benefit period was calculated to measure the expense lag days. This was calculated for each 

district and each expense category. 

What is the net result of the lead lag factors? 

The revenue lag was compared to the expense lag for each line of expenses the Company 

proposed. If the expense took longer to pay than the revenue, the Company receives the 

benefit of cash working capital and the opposite is true if the expense is to be paid prior to 

the revenues being received. A net lead lag factor for each expense item was multiplied by 

the proposed expense to calculate the positive or negative working capital required. 
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Q. 

A. 

Q. 
A. 

Q. 

A. 

Did Staff recommend removal of rate case expense from the cash flow component of 

working capital? 

Yes. 

Please explain Staffs recommendation. 

Staff recommends that rate case expense not be included in the cash working capital 

calculations. The amount for rate case expense is comprised of a non- cash amortization 

expense in future operating years, and non-cash expenses are excluded from the cash worktng 

capital allowance calculations. 

What amounts of rate case expense does Staff recommend be excluded ftom the cash 

working capital calculation? 

Staff recommends the following amounts of rate case expense be excluded from the cash 

working capital calculations: 

Mohave Water 

Mohave Wastewater 

Paradise Valley Water 

Sun City Water 

Tubac 

$ 70,438 

$ 11,993 

$ 66,802 

$101,188 

$ 7,261 

These are the amounts the Company included in the working cash capital calculations, not 

the rate case expense Staff is recommending. 
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Q. 

A. 

Q. 
A. 

Q. 
A. 

Does Staff recommend acceptance of the remaining amounts of cash working capital 

as calculated by the Company? 

No, Staffs recommended cash workmg capital is based on Staff recommended revenue and 

expense levels in the schedules and testimony of Staff witness Ms. Christine Payne. As 

expenses were increased or decreased in the revenue requirement these were also increased or 

decreased in the cash working capital, synchronized interest recommended by Staff witness 

Mr. John Cassidy’s Cost of Capital were also used in the cash working capital calculations. 

What is Staffs recommendation for Working Capital? 

Mohave Water $1 11,679 

Mohave Wastewater $ 17,155 

Paradise Valley Water $ 12,365 

Sun City Water $ 41,197 

Tubac Negative $2,618 

As shown on Schedules MJR-7 

Does Staff have concerns as to the lead lag factors used for expense lags? 

While the overall factors may be reasonable, Staff notes that many of the factors were 

calculated on invoices for prior years, the invoices were not always consistent with the 

categories reflected in the income statement. 

Rate Base Adjzlstment No. 4 Reverse Cont7ibutions in A i d  of Constmction (‘%LAC’J removed attributed to 

Constmction Work in Progress (“CUYlP ’3 (ab Dist7icts) 

Q. 

A. 

Please describe how CIAC relates to plant in service and rate base. 

CLAC represents funds or plant provided to the Company by parties other than investors. 

Typically, funds received as CLAC are used to build plant, which may ultimately be in rate 
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base. Plant that is used and useful for the provision of utility service is a component of rate 

base. Plant that is under construction or CWIP is not included in the rate base calculations. 

As a result, the plant included in the rate base calculation may not equal CLAC received. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please describe the Company’s position. 

The Company asserts that it has received CLAC for plant not yet completed and reflected in 

its rate base. The Company further states that since CWIP is not an addition to rate base, 

then related CIAC should not be a reduction in the rate base calculation. 

Is the Company’s position a departure ftom traditional ratemaking practices? 

Yes, the Company’s position is a departure from traditional ratemaking practices. 

Please explain. 

The Company has use of the funds advanced or contributed by others regardless of how the 

funds are used; therefore, investors commit less funds for utility purposes. Accordingly, the 

Company’s rate base should be reduced by the CLAC regardless of how it is used. The fact 

that the associated CWIP is not in rate base is irrelevant. CWIP is one example of how not 

recognizing CLAC and ALAC as a deduction in the calculation of rate base results in excess 

earnings. The Company can record an AFUDC to CWIP balances to earn a return on 

construction expendture funded by CLAC. Thus, the 

Company is earning on funds not provided by investors. Reducing rate base by CIAC 

preserves the ratemakmg balance and removes this excess earnings potential. 

AFUDC is a form of earnings. 
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Q. 
A. 

What does Staff recommend? 

Staff recommends that the CIAC funds the Company asserts are in CWIP be reflected in the 

CIAC balances used to calculate and properly reflect a reduction to rate base. The 

appropriate adjustments to rate base are: 

Mohave Water $ 69,169 

Mohave Wastewater $227,674 

Paradse Valley Water $ 43,632 

Sun City Water $845,933 

Tubac Water $ 74,010 

As shown on Schedules MJR-8. 

Rate Base Adjzlstment Reverse ReguLato y LjabiLp (A$ustments No. 5 Mohave Water and Sun Cip Water) 

Q. 

A. 

Q. 
A. 

Did the Company include any Regulatory Liability amounts as reductions to rate base 

in the application? 

Yes, the Company included the following as regulatory liability amounts: 

Mohave Water $106,450 

Sun City Water $ 90,329 

Did Staff identify a Commission Order to establish these regulatory liabilities? 

No, Staff did not. Staff requested this information from the Company in Data Request STF 

BAB 12.1. The Company responded that these amounts resulted from Decision Nos. 73145 

and 71410 respectively, which authorized a surcharge added to the high block tier to recover 

the costs of the low income program discounts also approved in those Decisions”. See 

attached exhibit Data Request STF-BAB 12.1. 
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Q. 

A. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

Does Staff agree with this interpretation of Decision no. 73145 in regards to Mohave 

Water? 

No, there was not an ordering paragraph in the Decision that ordered the &strict to account 

for the Low Income over recovery as Regulatory Liability and the district is not authorized to 

account for the over recovery as a regulatory liabhty. 

What does Staff recommend? 

Staff recommends that this is not accounted for as a regulatory liability and deducted from 

rate base as is shown in the Company’s application. Staff removed these items from the rate 

base calculation as shown in Schedules MJR-8A (Mohave Water) and MJR-9 (Sun City 

Water). The amounts over-recovered are to be included in revenues received by the district 

in the test year. Staff recommends amortization over three years as discussed in Ms. Christine 

Payne’s testimony. 

Does Staff agree with this interpretation of Decision No. 71410 as regard to Sun City 

Water? 

No, Decision No. 71410 did not include Sun City Water; Decision No. 72047 did address the 

low income tariff for Sun City Water, but again the ordering paragraphs did not order the 

Low Income Tariff over recovery be accounted for as a regulatory liability and the &strict is 

not authorized to account for the over recovery as a regulatory liability. 

What does Staff recommend? 

Staff recommends that this is not accounted for as a regulatory liability and deducted from 

rate base as is shown in the Company’s application. The amounts over-recovered are to be 

included in revenues received by the district in the test year. Staff recommends amortization 

as discussed in Ms. Christine Payne’s testimony. 
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Rate  Base Adjstment Reverse Defen-ed debits (Agustment No. 5 Paradise Va l l y  Water and Tubac Water) 

(A@ustment No. 6 Mohave Water) 

Q. 

A. 

Q. 
A. 

Q. 

A. 

Did the Company include any Deferred Debit asset amounts as increases to rate base 

in the application? 

Yes, the Company included the following as Deferred Debits: 

Mohave Water $ 67,041 

Paradise Valley Water $351,088 

Tubac Water $ 55,412 

Did Staff request further information as to these deferred debits? 

Yes, Staff sent data request STF BAB 12.2 and the Company responded that these amounts 

were not properly included in rate base (See Data Request Exhibit STF-BAB 12.2 Revised). 

The amounts were described as deferred rate case expense for Mohave Water, deferred 

Central Arizona Project Water Costs for Paradise Valley and deferred arsenic media 

replacement costs. 

What is Staffs recommendation as to the deferred debit amount referred to in data 

request STF BAB l2.2? 

Staff is reducing rate base by the above amounts based on the Company’s statement that the 

deferred debits are not eligible for inclusion in rate base See Schedules MJR-9). 

Rate Base A@ustment No. 6 Tubac Arsenic Media Replacement 

Q. Did the Company request an Arsenic Cost Recovery Mechanism (“ACRM”) Step 2 in 

this rate application? 

Yes, Company witness, Shawn Bradford’s testimony at page 6 requested that Step 2 arsenic 

media replacement deferral be allowed as shown on Schedule C-2 of the application. Staff 

A. 
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notes that amounts for arsenic media were located in four items in the application: 1) in rate 

base as a carry forward of deferred debits ($55,412), 2) a pro-forma amortization amount 

($51,140) included with depreciation and amortization expenses, 3) an expense in the 

chemicals on the test year expense of $98,344 and as an item of rate base NARUC account 

320200 Water Treatment EquiDment Filter Media of $249,315 Arsenic Meda, which is 

depreciated at 10 per cent. (See Schedule MJR-9). 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Is Staff recommending acceptance of the ACRM Step 2 in this rate application? 

Not as presented in the C-2 Schedules mentioned in Mr. Bradford's testimony. At this point 

the Company has agreed to the removal of $55,412 of deferred arsenic media costs in data 

request STF BAB 12.2 and also agreed to the removal of the amortization of the pro-forma 

adjustment of $50,855 shown on the C-2 Schedules (Data Request RUCO 23.5). 

Did Staff further adjust the amounts included in the application for arsenic media? 

Yes, Staff also removed the amount of $98,934 from chemical expense. 

What is Staffs recommendation? 

As the media is an asset lasting more than twelve months, it is considered a capitalized item 

and as such Staff recommends the amounts for media is properly included in rate base. Staff 

will update its media balance and associated depreciation in surrebuttal testimony. 

Does this conclude your direct testimony? 

Yes, it does. However, Staff is continuing to review new information from the Company and 

may revise its recommendations in surrebuttal testimony. 



EI’COR Water Arizona - Mohave Water District 
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Schedule MJR-3 

I RATE BASE - ORLGINAL COST 

LINE 
rn 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
18 
19 
20 
21 
22 
29 
30 
31 
33 
34 

Plant in Service 
Less: Accumulated Depreciation 
Net Plant in Service 

[AI PI [CI 
COMPANY STAFF 

AS STAFF AS 
FILED AD 1 USTMENTS ADTUSTED 

$46,731,133 $0 $46,731,133 
15,934,125 279,644 16,213,769 
$30.797.008 ($279.644) $30.517.364 , ,  , * I  > ,  

LESS: 

Contributions in Aid of Construction (CIAC) 
Lfss: Accumulated Amortization 

Net CIAC 

Advances in A d  of Construction (AIAC) 

Customer Meter Deposits 
Deferred Income Tax Credits (Debits) 
Investment Tax Credits 
Regulatory Liabilities 

ADD: 

Working Capital 

Deferred Debits 

Original Cost Rate Base 

$570,329 $69,169 $639,498 
89,194 89,194 

$481,135 $69,169 $550,304 

$7,012,710 

8,257 
696,852 

106,450 

13 1,008 

873,903 

$23,496,515 

$7,012,710 

8,257 
696,852 

(106,450) 

(19,329) 

(873,903) 

($1,135,595) 

11 1,679 

$22,360,920 

References: 
Column [A]: Company Schedule B-1 
Column PI: Schedule MJR-4 
Column [C]: Column [A] + Column p] 
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58 
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65 
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71 
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73 
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10'7 
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112 
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- 
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34,004 

.mm 
2.3.51 

9,609 

37.061 

-17..358 
175.826 

31.2001 
d7.816 
43.36 
43233 
149,617 

29.25 

643.954 
6,589,253 

93.481 
50.355 

409,521 
?.782,69b 

1 w 
96.933 

360.547 
2.8.32.817 

269.444 
12,00S,818 
5.693.499 

76263 
1.4w.810 

7.853,W8 
3,638,551 

276,314 

185,402 
82.583 

186,826 
101,669 
109,956 

3,521 

99,015 

59,848 
1.420 

72,088 

223,355 
7.623 

171,959 
388,877 
880,738 

5.1 11 

3,553 
(676) 

1 . m  
1,151 

35.759 

82175 
55JZ4 

624 
11409 
1,531 
1,693 

38,236 

7.077 
I 8 0  

123,778 

1,189 

39,906 

$ 46,731.133 so 50 SO 

so 53l,o(l4 

sts.7nn 
2,351 

:7.,4bI 

9.60') 
4 1 , j j S  

Ji5.826 
3l,10l 
ai.816 
43.5l6 
43'31 
449,617 

291723 

663.94  
6,589,253 

93.481 
50.355 

409,511 
2,782,196 

1 ,039 

96,933 
360.547 

1,831,819 

269.444 

3,693.499 

76,265 

12.uo8,818 

1,484,81n 

7.833.m 
2,638,551 

276,351 

185,402 
82.583 

186.826 
101,669 
109.954 

3,521 

99,nii 

59,848 
1,120 

221,155 

72,088 

7,623 
171,959 
188.877 
880,758 

5,111 

7,553 
(676) 

1,950 
1,151 

35,759 
123,778 
82.275 
55,124 

621 
11.409 
1,531 
1,693 

18.36 
1.489 
7,077 

480 
39,906 

3 

$0 $0 546,731,133 
15.934.1 25 279.644 16.213.767 

w.797.008 (279.644) 30 517.364 

1570,.?29 67,167 639,498 
89.194 89,174 

1481.135 6'1.1 69 550,30? 

8.257 8.357 
696,Ri2 69hJi2 

7,012,710 7.01 2,710 

n 
106.450 (lIJ6.450) 

13,008 (19.i2'J) 111,679 
873.1JO3 (806.S6l) 167.042) 

323,496,516 079.614 i8116.861) 119.329) (67.1 6'7) in6.m (67,0J?) 22.36U '?XI 



EPCOK Water Arizona - h%oh.lve Water Distnct 
Docket No. WS-01303A-13-0010 
Test Year Ended June 30, 2013 

Schedule M]R-5 

RATE BASE ADJUSTMENT NO. I -DEBIT ACCUMUALTED DEPRECIATION 

1 ACCT. 
2 NO. DESCRlPTION 
3 
4 P L A N T  IN SERVICE: 
5 303300 Land and Land Rights Puinping 
6 304200 Structures and Improvements - Pumping 
7 340100 Office Furniture & Equipment 
8 340200 Computer & Periphal Equipment 
9 346190 Remote Control Instr(corp alloc plant) 

10 346200 Communication Equipment Telephone 
11 34.6300 Communication Equipment Other 
12 347000 Mist Equip (COT dloc plant) 
13 Total Plant in Seraice 
14 
15 
16 References: 
17 Column [A] Company Schedules 
18 Column p] MJRTestimony 
19 Column [C] Column A minus Column B 

Debit Accum Phantom 
D recition Assets Recoininended 

(10) 
(225) 

(5,919) 
(254,621) 

(289) 
(10,833) 

(6,235) 
(1,512) 

9 (279,644) $ 

(10) 

(5,919) 

(289) 

(6,235) 
(1,512) 

(225) 

(254,62 1) 

(10,833) 

(279,644) $ 
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Schedule MJR-6 

RATE BASE ADWSTMENT NO. 2 ~ REVERSALOF AFUDC AND DEFERRED DEPRECIATION DEFERRAL 

1-1 NE 
NO. DESCRIPTION 

1 Deferred Debits 

REFERENCES 
Columns [A]: Company schedules 
Column p]: Column [c] less Coluim [-41 
Column [C]: See testimony MJR 

[*I PI 
COMPANY 

As STAFF 

[CI 
STAFF 

AS 
FILED ADIUSTMENTS ADJUSTED 

$873:903 (f806,86 1) $67,042 



RATE BASE ADIDSTMENT NO. 3 -WORKING CAI'ITAL I 

1 L h r  
2 I'uich.wd \\'.ita 

3 l i d  n I'"ii.r, 

4 Cbrm,cnli 
5 Waste 131sporal 
6 Intercompan! S u p p n  Sen-ices 

7 Corporate .4Iiocmun 
E Outside Senxrr 
9 Group lnrurance 
10 R r p l a t u q  Expmse 
11 insurance Orher nian Group 
12 Cusromer hccounung 
13 Rmtr 
14 General Office Expense 
15 h.liicelIancour 
16 h.1alnre"mce Expense 
17 General Tares-Propeq 
18 TZYCI Payroll 
19 Gened  Taker-Other 
20 Income Tats 
21 Jnteicrr 
22 Tool1 Opcrnting Espcnsc~ 
23 
31 CASH \YjORKJNG C.4PITAL REQUIRUI'ENT 
25 
26 
27 

Company A s  Filed Cash \Vororlilng Capid Co Schedule 
28 E-6, Staff Col F 

51,18'),973 
26,831 
546,7311 
10,916 
7.886 
950 

347,018 
192,587 
125,293 
85,4.?8 

101,045 
596,154 
16,913 
247,950 
50,657 
377,160 
180J65 
97,538 
52,291 
628,363 
601.ill 
55,983,369 

(563.306) 

("1 
([I) 
0 
(I 

0 
(78,657) 
(5,291) 

' (6,691) 
' (85,438) 

0 
(35,881) 
0 

(21,737) 
(27,239) 
0 

(4,3031 
0 

(20.12fl 
6157,128) 

Complny 

s (15,171) $ (19,329) 

29 Company as filed matend and Supplies Inrentones B-5 $110,557 5 
30 Company as I'rled Prcpqmcnu B-5 S35,622 s 
31 
32 \Y~orkm~ Capital $1 3 1,008 ($19,329) 
33 
31 
35 
36 
37 
38 

39 
40 ' ~ t a f f c o s t  of CnpitiI Tcrtimony 
41 

42 References 
43 
44 
45 Column [c] Column [A] + Column 101 
46 

48 Column Column [CJ * Column p] 

' Company did not breidown Jaid/Lag B-6 between g o u p  mumnce and pensions 

'Staff rernowd Regulatory expense from lead lag erurnates 

'Staff accepts Cornpmy bre idnwn bemuern p~yroll fases m d  other faxes. 

Staff cdculater property and mcomr tmrs b s e d  on Staffs recommended ~rvenue requirement 
No lead lag factor pronded for \rater tcwhg 01 yensionr 

Column [A] Company Schedule 0-6 
Column [B] Staff a d p m m r r  to eipmser, See Testimony CLP 

Column p] Company provided Lead/Lag Factor 
17 Column p?] Column [A] * column p] 

19 
Sl-:\FI-' 

TESr VE.4R 
AS 

$1.326.667 
26.831 
546,7211 
10,910 
7,886 
950 

268,361 
187,296 
118.599 
0 

101,045 
560,273 
16,923 
236,213 
23,118 
377,160 
175,862 
97,538 
52,291 
519,910 
583.384 
S5,526;211 

Sraff 

E (34,500) 

51 10,557 
$35,622 

$111.679 

/ P I  

IS.IDIL4G 
z.K TOR 
COhlP \NY 

10 5u7 
( l l  940) 
(9 302) 
31 110 

9 045 
10.723 
10 720 
8 E07 
51.856 
74.338 
(23 761) 
(8.686) 
1.575 
E 570 
15 193 
(4 494) 
(172 110) 

14 738 
171 732 
(0 610) 
(33 360) 

0 0288 $ 

(0 1971) 
(0 0255) 
0 0935 
0 0348 
0 0294 
0 0291 
0 0211 

0 1421 
0 2034 
(0 0651) 
(0 0238) 
0 0043 
0 0235 
0 0416 

(0.0123) 
(0.1715) 

0.4705 
0 n1o4 

(0 0017) 
(00911) 

40,012 
(5,248 28) 

(13,933 12) 
1,021 (12 

195.12 
27.91 

10,191 E7 
1,646.89 
60,121 90 
17.377 39 
(6,577 89) 
(14,186.83) 

73 02 
5,821 73 
2,108 58 
(1,613 72) 
(84,953 97) 
3938.10 

(l,050.l4) 
14,602 84 

(51,976 46) 

s 38.190 
(5,244) 

(1 3.933) 
1,021 
I95 
28 

7.883 
1,519 
59,171 

(6,578) 
(13.333) 

73 
5,311 
975 

(4,6441 
(82.925) 
3,938 
21,603 

(869) 
(53,137) 

(15,171) (31,500) 



ACCT 
NO. Descnptiorl 

CIAC 

FEED ,SI)TUSINENTS ADT USTED 
$570,329 $69,169 $639,498 

Columns [A]: Company schedules 
Column p3]: Column [C] less Column [A] 
Column [C]: See testimony MJR 
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REFERENCES 
Columns [ill: Cornpan;, schedules 
Column [B]: Column [C] less Column [A] 
Column [C]: See tesumony IAJR 
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1L4TE BASE AD.JUSl‘h4ENT NO. 6 - REVERSAL OF DEFERRED DEU17’S 

LINE 
NO. DESCRIPTION _- 

1 Deferred Debits 

REFERENCES: 
Columns [A]: Company schedules 
Column p]: Column [C] less Colunn [.4] 
Column [C]: See testimony MJR 

’ Amount Reduced by 24 month deferral adjusment  

P I  PI [CI 
COMPANY Snl\FF 

AS STAFF AS 
_ _  FILED ADJUSTMENTS AD1 USTED 

$67,042 ’ ($67,042) $0 _ _ _ ~  



Schedule AlJR-3 EPCOR Water Arizona - Mchave Wastewater District 

Docket NO. WS-01303A-14-0010 
Test Year Ended June 30,2013 

FL4TE BASE - ORIGINAL COST 

],IN-E 
NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
30 
31 
33 
34 

Plant in Service 
Less: Accumulated Depreciation 
Net Plant in Service 

LESS: 

Contributions in Aid of Construction (CIAC) 
Less: Accumulated Amoi-tization 

Net CIAC 

Advances in Ad  of Coiistructioil (AIAC) 

Customer Meter Deposits 
Deferred Income Tax Credits (Debits) 
Investment Tax Credits 
Regulatory Liabilities 

ADD: 

Working Capital Allowance 

Deferred Debits 

Original Cost Rate Base 

iA1 
COMPANY 

AS 
FILED 

$8,866,427 
693,460 

$8,172,967 

$ 1,242,320 
307.248 
$935,072 

$1,916,421 

5 
62,236 

17,134 

28,717 

$5,305,083 

PI 

STAFF 
ADTUSTMENTS 

$0 
$413.326 
($413,326) 

$227,674 

$227,674 

21 

($669,696) 

[CI 
STAFF 

AS 
ADJUSTED 

$8,866,427 
1,106,786 

$7,759,641 

$1,469,994 
307,248 

$1,162,746 

$1,9 1 6,421 

5 
62,236 

17,155 

$4,635,387 

References: 
Column [A], Company Schedule B-1 
Column PI :  Schedule MJR-4 
Coluinn [C]: Column [A] + Coluinn p ]  
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Schedule hgR-4 

I SUhlMARY OF ORIGINAL COST RATE SASE ADJUSTMENTS 1 

LINE 

N( ). 
1 

__ 

3 
4 
5 
6 
7 
8 
9 

11 
12 
I3 
14 
15 
16 
17 
1s 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
51 
58 
59 
011 
61 
62 
63 
64 
65 
66 
61 
68 
69 
i f 1  

11 

in 

l.\ I PI I(:I ID I IF1 a &L&Q &?p& 
Adjust Itcv HFL’DC \Vorking Rev C\X’IP 

ACCT. OOMPANY 13alancc.s 21 mo Defcrml Capital CIAC Kcmoveti 
N O  DPSCRIPIION AS FIJ.EI1 (Ref. Sch hllll-5 IRef: Sch M1R-C lRef Sch MlR-7 lltef. Sch MIR-S I 

l L 4 N T  /i\i SERV70S: 

COolL’JOK47’J~ J ’ J A N T  
335000 FIydrdnts 
351000 Organization 
352000 Franchises 
353000 Land 
354200 Stluctures 8: Improx-ements Collection 
354400 Structures 8: Improvements Treatment 
355400 Power Generation Equipment Treatment 
360000 Collection Sewers ~ Forced 
361 100 Collecong Mains 
362000 Special Collecting Structures 
363000 Services to Customer 
364000 Nom hleasuiing Devices 
371 100 Pumping Equipment 13ectiic 
371200 A4anholes 
380000 Treatment and Disposal Equipment 
380050 TD Equipment Grit Removal 
380100 TD Equipment Sed lanks/Acc 
3803nO TD Equipment SIdge Dq,/Filt 
380500 TD Equipment Chemical Treatment Plant 
380600 ll> Equipment Other Disp 
380625 TD Equipment Gen Treatment 
369600 \%IT) Other Pj/E - CPS 
390200 Computers 5; Penphcrals 
391000 Transpottauon Equip 
393000 Tool Shop 5; Garage Equipment 
394000 Laboratoiy Equipment 
395000 Power Operating Equipment 
396000 Communication Equipment 
397000 Miscellaneous Equipment 
304500 Structures Br Imp General 
304600 Stuctures 5; Improvement Officcs 
304620 Strucrures 5; Improvements Leasehold 
334100 Meters 
339600 Other P/E CPS 
340100 Office furniture & Equipemnt 
340200 Computer 8: Peripheral Equ 
340300 Computer Sofhvare 
340330 Computer Software Other 
341400 Transportation Equipment Other 
343000 Tools,Shop,Garagc Equipment 
344000 Laboraoxy Equjpemnt 
346100 Communication Equipment non-telephone 
346190 Remote Control Br Instrument 
346200 Communication Equipment Telephone 
346300 Communication Equip Other 
347000 hfiscellaneou Equip 
399000 Subtotal Allocated General Plant 

Staff Rounding 
Total Plant in Service 

Accumulated Depreciation 
Net Plant in Service &58 - L 59) 

rn 
(~nntiibuttons In Aid of Construction (CIAC) 

Less: AccumiilareJ Amolrmtion 
Nct CIAC (i.6.5 - 1fA) 

Adyances in Aid of Constructlon (AIAC) 
hletcr Dcpos1ts 
13cfericd Income ‘Tax Credits Pcbi ts)  
Investment Tax Crcditc 
l ie,pla to nr I-iabiii ties 
.m 
\\;orking Capital Allo\vancc 
I3eferrcd Dcbrrs 
Staff Rounding 
Orignal Cost R:tte Base 

s - s  

364 

196,581 
1,047,352 

142J07 

2,721,870 
136,063 
530,251 
218,748 

82,445 

5,385 

1,013,752 
135,165 
336,115 

39,113 
232,’109 

28,914 
1,818,565 

3,549 
10,496 

71,567 
14,336 
16,703 
26,522 

853 
39 
75 

103 
3,194 

7,348 
4,923 

56 
1,019 

137 
151 

1,629 
133 
632 
43 

3,564 

ii,n55 

1 

I s s S 

364 

196,581 
1,047,352 

142,907 
5,385 

2,721,870 
138,063 

218,748 
82,445 

530,251 

1,013,752 
135,165 
336,115 
39,113 

232,909 
28,914 

2,818,565 

10,496 

71,567 
14,336 
16,703 
26,322 

3,549 

853 
39 
75 

103 
3,194 

11,055 
7,348 
4,923 

56 
1,019 

137 
151 

1,629 
133 
632 
43 

3,564 

1 
S 8,866,427 3 - s  - r ;  - I  8,866,427 

693,460 133,326 0 1,106,786 
$8,172,967 ($413,326) 50 $0 $0 $7,759,641 

51,242,320 227,674 S 1>469,994 
307,248 307,248 

$9?5,072 $0 so S227,674 31 ,I  62,746 
I ,916,421 

5 
62,236 

1,916,421 
5 

62,236 

17,134 21 17,155 

(1 ) ( 1 )  
~5,in5.0~.5 ($41 3,326) (S28,717) 52 1 ($227,671) 84,635,387 



EPCOR Water hrizona - Mohave \Vmtewatcr District 
Docket No. WrS-01303A14-O010 
']'est Year Ended June .iO, 2013 

LINE 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 

NO. 
NARUC 

Acct 
~ 

DESCRIPTION 

355400 Power Generation Equipment Treatment 
360000 Collection Sewers - Forced 
380100 'I'D Equipment Sed Tanks/Acc 
330600 'I'D Equipment Other Disp 
397000 Miscellaneous Equipment 
346190 Remote Control &Instrument 
347000 Miscellmeou Equip 

Subtotal 

Debit Accum Phantom Staff 

96 

(14,910) 
(15,8-10) 

(371,356) 
(1,235) 
(9,824) 

(26) 
(135) 

(413,326) f 

(11,910) 

(371,356) 
(1,235) 

(15,340) 

(9,824) 

(26) 
(135) 

(413,326) f 



LINE 
@Q DESCRrPTION 

1 Deferred Debits 

REFERENCES: 
Coluiims [A]: Cornpanli schedules 
Column @3]: Column [C] less Column [A] 
Column [C]: See testimony MJR 

AS STAFF AS 
FILED AD! USTh4EN’E A m  
$23,717 ($25,717) $0 



- 
RATE BASE ADJUSTMENT NG. 3 - WOKKING CAPITAI. ___.. 

I--- I L 

L I M  
'0 

1 
7 

3 
1 
3 

6 
7 
8 
9 
10 
11 
12 
13 
1-1 

15 
16 
17 
18 
19 
20 
21 

23 
24 
25 
26 
27 
28 

29 

30 
31 
32 
33 
31 
35 
36 
37 
38 
39 
10 
11 
12 
13 
44 
45 
16 
17 
18 
49 
50 
51 
52 
53 
51 
55 
63 
61  
65 

77 __ 

DESCIIII'1'ION 

l-hor 
Fuel& P m L i e r  

Chcmrcnis 
\Varve Disposal 
Intercompany Suppun Semces 

Outride Services 

Group Insurance 
Pmslonr 
R e y l a t o q  Expenre 

lnsursnce Other Than Group 
cusromei Accountmg 

Corporate Aliocaoon 

Rents E~pense  
General Office Expense 
hbscelianeous 
h(untmnnce Expense 
Proycrn, Tmer 
Taxes l'a>roll 
T s e s  Other 
Income Tares 

1.11 

c;o.\ri'.wi 
n:sT YE~\I<  
~- .AS l:ll.El> 

5268,573 
16.241 
12,000 
34,306 

161 
58.694 
31,125 
53,807 

0 
11,993 
14,658 
56,396 
8.199 

20,902 
81 

51,102 
61,268 
18,540 
(6,118) 
111,873 

(SI 0,707) 
0 
0 
0 
0 

(13,304) 

(895) 
(725) 

0 
(1 1,993) 

n 
(6 121) 

0 
(3.677) 
(11,976) 

n 
(2,587) 

0 
6,148 
21,191 

Ilrrelest 135,810 0 
Total Operating Expenses $1,022,883 ($31,6461 

Cornpan? .ks Filed Cash \T'orkmg Capital Co 

Company '4s Filed matenil and Supplies Inventones 
B-5 37,363 
Company as tiled Prepayments B-5 7,866 

Schedule 0-6, Staff col  F (28,091) 21 

Company lR"k,ng capital 
Working Capital 17,135 21 

' Staff accrpts Company breakdown between Group Inrumice And Penrions 31 r h m w  on C 1 

'Staff accepts Company breakdown benreen payroll tares and other taxes 

' Staff Removed reyLroq8 ezpensc of El5,?30 from the cash working capbtal rcquiirment 
' Staff Cost of Capital Testimony 

Staff calculrter property and income t a w s  based on Staft's recommended rwmue requicemcnt 

No lcad lag b i to r  provided for water teibng or pensions 

Kcfcrencer 
Column [A] Company Schedule B-6 
Column @] Staff adjustments to  erpcnrer, See Tesornonp C1.P 
Column [C) Column [A] +Column [B] 
Column p] Company Lend Lag factors Schedule B-6 
Column P;] Column [A] ' Column [D] 
Column [V. Column [C] * Column p] 

S257,865 I O  io70 
46,241 (9 3690) 
13,000 31 1400 
34,306 (4 3160) 

161 10.7230 
45,390 10 7200 
33,530 (1.3170) 
53,082 51 8560 

0 0 0000 
0 41 1-100 

14,658 (23 6780) 
50,271 (S 5500) 
8,199 21 6590 
17,225 11.5770 
(1 1,892) 16 1230 
51,102 (8 6330) 
58,681 (172 1100) 
18,.5-10 ' 117380 

(6,148) 172 1300 
107,776 ' (0 6100) 
120.520 (33 3600) 
$911,511 

00288 S 7,731 S 

( n . o q  (1.187) 
0 0935 1,122 

(00118) (106) 
0 0294 2 

0.0291 1,724 
(0.0036) (124) 

0 1-121 7,641 

7,423 
(1.187) 
1,122 

(106) 

1,333 
(121) 

7,541 

0 1127 
(0.0619) 
(0.0234) 
0 0676 
0 0317 
0 0142 
(0 0237) 
(0 -I? 15) 
0 0101 
04721 
(0 0017) 
(0 0914) 

1,352 
(951) 

(1,321) 
551 
663 

4 
(1,209) 

(18,890) 
719 

(2,901) 
(237) 

(12,113) 
0 (28,091) 

(951) 
(1,178) 

551 
516 

(525) 
(1,209) 

(27,670) 
719 

(2,901) 

(1 80) 
(11,015) 

E (28,072) 

(28,OW) E (28,072) 

(28,072) 

37,363 
7,866 

17,157 



R Watcr Arizona - Mohave Wastewater District 
No. WS-01303A-140010 
:ar Ended June 30,2013 

RATE BASE lZUlUSTMENT NO. 4 - CIAC IEEMOVED 1 

ACCT 
NO. Description 

CIAC 

Columns [.4]: Company schedules 
Column p]: Column [C] less Column [.4] 
Column [C]: See testimony BAB 

[AI PI Icl 
COhfl'ANY STAFF 

AS STAFF AS 

$1,242,320 $227,614 $1,469,994 
FILED ADTUS'IMENTS AnTUSIl-ED 



EPCOR Water Arizona - Paradise Valley Water District 
L'o &et NO. WS-0 130312- 14-0(! IO  
Tes t  Year Ended June 30,2013 

Schedule MJR-3 

U T E  BASE - ORIGINAL COST 1 

LINE 
NO. 

[-&I 
COMPANY 

AS 
FILED 

PJ 

STAFF 
AD1 U STMENTS 

1 9  
STAFF 

AS 
ADJUSTED 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
30 
31 
33 
34 

Plant in Service 
Less: Accumulated Depreciation 
Net Plant in Seivice 

$73,128,007 
23,455,384 
$49,672,623 

LESS: 

$15,161 
$1,416,773 

($ 1,40 1,612) 

$73,143,168 
24,872,157 
$48,271,011 

Contributions in Aid of Construction (CIAC) 
Less: Accumulated Amortization 

Net CIAC 

Advances in Aid of Coiistruction (AIAC) 

Customer Meter Deposits 
Deferred Income Tax Credits (Debits) 
Investment Tax Credits 

ADD: 

Working Capital Allowance 

Deferred Debits 

Original Cost Rate Base 

$18,123,892 
8,864,120 
$9,259,772 

$1,554,766 

23,819 
212,749 
39,646 

19,585 

778,686 

$39,380,442 

$43,632 

$ 43,632 

0,520) 

(778,686) 

($2,23 1,450) 

$18,167,524 
8,864,120 
$9,303,404 

$1,554,766 

23,819 
212,749 
39,646 

12,365 

$37,148,991 

References: 
Column [A]: Company Schedule B-1 
Column PI: Schedule MJR-4 
Coluinn [C]: Column [A] -t Column p3J 



L 

l.IWl! 
NO 

1 

3 

5 

6 
7 

8 

10 

I 1  
12 

13 

14 

15 
16 
11 
18 
19 
0 
1 

22 
3 
4 

5 

21 
2 1  

8 
9 

30 
31 

3 
34 

5 
36 
37 
38 
39 
10 
41 
42 
43 
44 
15 
46 
47 
18 
49 

51 
52 
53 
4 

55 
56 
5 7  
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
1 2  
73 
74 
7 5  
76 
7 1  
1 8  
1 9  
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
9 1  
92 
,3 
91 
,5 
6 

9 1  
"8 
01 
1110 
101 
102 
10; 
I04 

30 

ACCT 

0 0 51,131 

lip 

15Y,54i 

1,2Y:,I,YJ 

2n,i;i,6ii 
23,764 

26,113 

4,629 

2,6i9,541 

230,827 
713.503 

554.631 
3,893,162 

190 

358,319 
10,628,'152 

702,862 
2p0.280 

3,911,448 
364.519 

5.987.202 
9,.380,895 

517.w1 
14,058 

3,818,826 
1,426,811 

177,916 

1,384,291 

180,523 
61,561 
38,077 
37,105 

321 

I9l .855 

291,*30 

32378 

1,943 

17,620 

156.155 
609,765 

58,811 

2,911 
132 
356 
351 

10,917 
37,710 
25,119 
16,829 

191 
3,283 

467 
517 

5,161 
45s 

1,161 
117 

12.183 

SI.831 so n 

8,324 

158,547 
1,282,633 

20.737611 
Zj.764 

26,113 

4,639 

0 . 6 3 3 )  
2,639,541 

373,503 
250,827 
554.631 

3,893,762 
1YO 

8.653 

358,339 
10,628,951 

102,862 
2,eoa,280 

3,91I,M8 
364,519 

5 , 9 8 7 9 2  
9.380 895 

547.004 
14,058 

3,816,826 
1,426,811 

177,916 

1,384,297 

180,523 
61,561 
38.077 
3i,*5 
(6,528) 

321 

194.855 
1,913 

294,430 

32,228 
17.620 

456,155 
100,765 

58.811 

2,917 
132 
256 
351 

10.917 
37,790 

16,829 
191 

3.483 
461 
517 

5,567 
455 

2,161 
141 

12,183 

25,119 

6,528 

1 1 
9 1 2 8 , W J  15,161 - 73.l43.168 

118.123893 50 so $43,632 $0 I 18.107.531 
8.864.120 . 8,864 120 

1,551,766 
$9,259,172 

23819 
1,514,766 

1 i R l P  

so 50 $13,632 $0 $9,303,101 

m . i n 6  ('27.595) (1si .0~8) 
(11 11) 

$39,384,441 fS1.4fli 612) 16127,598) iS7.520) ($13632) i1351.081) 137.118.911 



1 RATE BASE AnJ bSThlENT ' ~ 0  1 -DESlT ACClJhlU14.TED DEPRECIATION ACCUMUhLTED DEPRECTATION 4ND NEGATIVE PLANT BALANCES I 

I+ 1151 

Deblt Accum Phantom 
I 
1 - 
3 
4 
5 
6 
7 
6 
9 
10 
11 
12 
13 
14 
15 
16 
17 
1s 
19 
20 
21 
22 
23 
24 
25 
26 
25 

28 
29 

[Ci 

Staff Recommended 

pr -a - r  IN .CEKIKE 
301000 Other Intangible Plant 
304200 
jU45iJ0 Stiuctures 8: Improvements General 
304700 Structures & Improvements Store,Shop,Gge 
304800 Structures & Improvements hLsct.llaneous 
311300 Pumping Equipment Diesel 
339600 Other P/E-CPS 
340330 Computer Software Other 
340500 Other Oftice Equipment 
345000 Power Operated Equipment 
346190 Remote Control 8: Instrument 
347000 hliscellaneous (Corp alloc plant) 

Stmctur-es and Improvements - Pumping 

__ 
Subtotal 

($477,283) 
(S3,586) 

(17,912) 
(133,751) 
(62,413) 

(573,526) 
(9,129) 

(14,473) 
(43,446) 

(462) 
(1,416,773) 

(704) 

(88) 

($477,283) $ 
(83,586) 

(17,912) 
(133,751) 
(62,413) 

(57552G) 
(9,129) 

(14,473) 
(43,446) 

(704) 

(86) 
(46%) 

(1,416,773) 

Ncgatre Plant Balances 
304S00 Structures and Jmproremmts miscciianeous 5 (8;633) S S,6X P 
34(1330 Computer Sofhvarc Other (6,528) 5 6,528 

F; (15,161) 6 15,161 $ 

References: 
Column IA] Company Schedules 
Column yO] M]R Tesumony 
Column [C] Column A intnus Column I3 



1.31 PI lC1 
COMPANY STAFF 

LINE AS STAFF ADJUSTMENTS AS 
DESCRIPTION .MOUNT ADJUSTED Ncl 

1 Dsfeued D&.a 77S,LS6 ($437.598) $35l,ass 
7 

REFERENCES 
Colums  1-41 ,bount icflected on Co Schedule B-2, p v  1 
Column (E] Col IC] less Col [A] 
Colmnn [C] Psi Terbmony MJR 



I,INE 
~~ Y,)  

1 

4 

6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 

17 

18 

19 

30 
1 

._ 
23 
24 
25 
26 
27 
28 

29 

30 
1 

52 
2, 

54 
35 
36 
37 

38 

39 

10 

41 

42 
43 
13 
15 
46 
47 
18 
49 
M 
51 
52 
53 

Labor 
Purchased Water 
Fuel 8 Power 
Chemicals 
Waste Disposal 
Intercompany Suppoll Services 
Corporate Allocation 
Outside Services 
Gmup insurance 
Regulaloty Expense 
Insurance Other Than Group 
Customer Accounting 
Rents 
General Omce Expense 
M~scellaneous 
Maintenance Expense 
ProperQTaxer 
Taxes - Payroll 
Taxes -Other 
lncomeTax 

1n1erert 

51.2G5.131 
1 

1,529,578 
5R.80i 
15.320 

860 
314.349 
233,418 
35,846 
66,802 
l38.643 
199,658 

W.456 
132,498 
91,410 
512,882 
345390 
85,375 
35,401 

1,053.11-1 

$1 ,008.1 39 
$7,183,635 

($57.346) 
0 

0 
0 
0 

0 
(71,252) 
(4.793) 

' (5.881) 
(66,802) 
0 

0 
(19.691) 
(12.198) 
(63,308) 
(9.867) 

(21,398) 

s o  
' 0  

(189,400) 

(43.265) 

($562,801) 

IC1 
ST.WF 

TEST \H.W 
AS 

41311 'STED 

S1,148,085 

0 
1,3Z'l,578 

58,EuS 
13,320 

860 
243.097 
228.625 
321.965 

0 
138.643 
178260 
30,456 
112.807 
79.212 

335,723 
85375 

448,974 

35,401 
863,?41 

$965.874 
$6,620,634 

10492 
11 12% 

(S 303) 
21 125 
(19 139) 
10.708 
10.705 
(10 148) 
51.841 

74419 
(13.794) 
(8 709) 
9486 
6.821 

10 776 

(172125) 
14723 

170.591 

(9 321) 

(0 625) 

(33 375) 

(10287 
01127 

(ii 0227, 
0 0688 

(0.0541) 
0.0293 
0.02~3 

(0.0278) 
0 1 4 2 0  

0.2039 
(0 0378) 
(0 0239) 
0.026P 
0.0187 
0 0295 
(00255) 
(O4716j 

0,0403 

0 4674 

(0 0017) 

(ii09l4) 

WORKING CASH REQUIREMENT 

Company As Filed Cash Working Capital 
Co Schedule 8-6, Staff Coi F ($363,822) (S7.520) ($I 91.342) 

Company as filed material and Supplier 
Inventories 8-5 $159,515 3159.515 
Company as Filed Prepayments 8-5 $41,192 $44,192 

Working Capital $19,8R5 ($7.520) 512,365 

' Company did not breakdown Lead/Lag 8-6 between group insurance and penxionr 

*Staff removed Regulatory expenre of $66,802 from lead lag estimates 

'Staff accepts Company breakdown between payroll taxes and other taxer. 

Staff Cost of Capital Testimony 

Smff caicuiatei properr)- and income taxes bared on Staffs recommended revenue requirement 

No h a d  11s fictor prowded for w t e r  tcson8 or penaonr 

Refcrencer 
Callurnn IA] Company Schedule B-6 
Column [B) Staff ndp%mmfs to crpcnscr, See 'Tee.hmony CLP 

Column ID] Compnng prowded LcsdlLq Facror 
Column [E] Column [A] * Colunvl [D] 

Co1uinn 1q Column [A] + Column 151 

Cnlumn [q Column [q * Column p] 

IEI 

IiOLLhK 
D.213 

CrJItP.8+!\~ 

$34.65(1 

(30,245) 
4,048 

(828) 
25 

9119 
(6.490) 
46280 
13,620 
(5,240) 
(4,7641 
792 

2,416 
2,700 

(13,097) 
(162,972) 

3,444 
36.545 
(1,803) 

(92,183) 

($183,822) 

S 33.0li2 Sl.205.43l I 

(30.24.i) 

4.oia 

(828) 
25 

7,lXi 
(6356) 
45.729 

(32x1) 

792 
2,108 
2.339 

(11,465) 
(158,319) 

3.111 
16.545 

(1,4791 

(88,318) 

H.253) 

&191,;42) 

34.050 50038745 



i \Vz:a:er .4rkona - Paiadke Vzilley mater  District. 
No. \WS-01303A-3.4-0030 
ar EndedJune 30, 2013 

RA’TE BASE ADJUSTMENT NO. 1 - CIAC REMOVED FROM RATE BASE 

[AI PI [CI 
COMPANY STAFF 

AS STAFF -4s 
AD[USThENTS ADTUS’IED DESCRIPTION ljlLED 

Contributions in Aid of Construction $18,167,524 $43,632 $18,211,156 

REFERELICES 
Colurms [A] Company schedules 
Column [B] 
@!% IC] Sce testimony MJR 

Column [C] less Column [A] 
_ *  I*=* .F 



EPCOK i7i:ater Arizona - Paradise Valley W a t e r  District 
Docket No. WS-01303A-14-0010 
Test Yenr Endedj'une 30, 2013 

Schedule hf] ii-9 

1 RATE BASE hDJIJSTMEN1' NO. 5 -REVERSE DEFERRED DEBITS 

LINE 
.jo. 

1 
DESCRIPTION 

Deferred Debits 

I*] PI IC1 
COMPANY STAFF 

AS STAFF AS 
FILED -S ADTUSTED 

$35 1,088 ($351,088) $0 2 

REFERENCES 
Columns [A] Company schedules 
Column 
(Q@$i [C]. See testunony AgR 

Coluinn [C] less Coluinn [A] 
s u a  > v - . w  

Amount reduced by 24 month deferral adjustment 
Company adjustment DR 12.2 



EPCOR Water Arizona - Sun City Vater District 
1) o &et NO. WS-0 150.3h-14-00 IO 
T e s t  Year E d e d  June 30,2013 

RATE BASE - ORIGINAL COST 1 

LINE 
NO. 

1 Plant in Sei7ilce 
2 Less: Accumulated Depreciation 
3 Net Plant in Service 
4 
5 LESS: 

IBI LCI [*I 
PAS STAFF ii s 

STAFF COMPANY 

FILED ADTUSTMENTS ADJUSTED 

f76,0 1 1,24 1 98,493 76,109,734 

$49,730,313 (616,790) 49,113,553 
26,280,898 715,283 26,996,iai 

6 
7 Contributions in Aid of Construction (CIAC) $17,500,750 845,933 18,346,653 
8 Less: Accumulated Amortization 1,375,475 1,375,475 
9 Net CIAC $16,125,275 845,933 16,971,208 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
30 
31 
33 
34 

Advances in Aid of Constmction (AIAC) $6,374,283 6,374,283 

4,903 4,903 Customer Meter Deposits 
Deferred Income Tax Credits (Debits) 1,014,247 1,014,247 

Investment Tax Credits 
Regulatory Liabilities 90,329 (90,329) 

ADD: 

Working Capital Allowaxe 

Deferred Debits 

Original Cost Rate Base 

62,870 (21,673) 41,197 

225,112 (225,112) 

9626 -40 9.28 6 24,790,106 

References: 
Column [A]: Company Schedule B-1 
Column p]: Schedule MJR-4 
Column [C]: Column [A] + Column p] 





EI’COR Water Arizona - Sun City Water District 
Docket No. WS-01303h-ll-0010 
Test  Year Ended June 30,2013 

Debit Accuin Phnntom 
NO. NO. DESCIiIPTlON Depreciation Assets 

LINE ACCT. Staff 
Recommend rd 

1303200 
2 334200 
3 339600 
4 340200 
5 340500 
6 344000 
7 346190 
5 347000 
9 304100 

10 
11 
12 
13 
14 
15 
16 
17 
1s 
19 304100 
20 
21 
22 
23 
24 

Negative Plant 
Depreciation 

Land & Land R;ghts SS 
Meter Installations 
Other P/E CPS 
Comp & Periph Equip 
Other Office Equipment 
Laboratory Equipment 
Remote Control & Instrument 
hfiscellaneous Equipment 
Stmctures and Improvenients Supply 
Subtotal 

Phantom Staff 
Assets Recommended 

Structures and hprovements  Supply 

25 References: 
26 Column [A] Company Schedules 
27 Column [B] NJR Testimony 
25 Column [C] 
29 
30 

Column A minus Column B 

(60) 
(137,217) 

(629 58) 
(333,275) 

(5,932) 
(420) 

f 330,200 
(715,283) 

(3,jsi) 

(2,201) 

(60) 
(137,217) 

(62,985) 
(533,275) 

(5,932) 
(3,357) 

(420) 
(2,201) 

330,200 
(715,253) 



EPCOR \VaIer A-izoni - Skin Ciry Water Disrricr 
Docker Nu. \~'S-01303A-I4-0010 
Test Year Ended June 30. 2013 

Sclietiiile MjR-6 

RATE BASE ADJUS? MENT NO 2 - REVERSfd. OI'XTJDC AND DEFERREI) DEPRECIA'I J O N  D1:FJ;RRAL 

Y PI [Cl 

AS STAFF ADJIJSTA~EN E 4s 
COMPANY STAFF 

LJNE 
&MOUNT ADIUSTED yQ DESCRIPTION _- FILED __- 

1 Deferred Debits 225,112 (1225,112) $0 

2 

REFERENCES 
ColuInUs [A]. Amount reflected on Co Schedule B-2. page 1 
Column p]: Col [c] less col [A] 
Column [C]: Per Tezumony MJR 



1 I ..,I,Ol jl,il1,161 (S93,Ojl) 51 ,6 1 8.4 IO 
2 r,rrrhaied \X'ater I1 0 0 
3 Fuel sr rmier 1,557,580 0 l,5i7.580 
-I Clwmcair 34,119 0 31,119 
5 \Ysae Diqpuial 1,661 0 1,661 
6 Intercompuiy Support Ser~icer 1,396 0 1,396 
1 Coq>"'l'e lliocatlo" 510,069 (1 15,6 1.5) 391,151 
8 Outside Semcer  280,698 ~ 7 7 8 )  272,920 

10 Regwlatoy Expcme 101,188 (101,1~8) ' n 
11 Inrurmce O r h r  Than Group 2'38,791 n 288,791 
12 C,,rtomer I\ccountmg 8.ti,011 (41,766) 803,278 
13 Rcnti 45,805 n 45,805 

16 hlaintenmce Expcnrc 305,716 0 205,716 

18 T a c s  - Payroll 121,105 0 ' 121,105 
19 T s e r  -Other 91.801 0 ' 91,801 

21 Intcrert 676,078 (31~3.5) 61-1.511 
22 Tom1 Operatima Expenses $8,816,882 (5632,161) bn,18-1,i21 

9 Group Inburance 191,020 (6,298) ' 490,122 

14 Genrisl Oflice Eipmse 212pn3 (51,950) 180,653 
15 hiliceilaneoui 162,692 (61,113) 401,579 

356,167 (12,001) $44.766 11 Gcnrrd Taici-Properq 

20 Income Tmcs 706,258 (129,868) 576,390 

2.5 
21 
25 C.\SH \VORhIING C.4PIT.iL E Q L 1 I E h K N l '  
26 
27 
28 

29 Schedule B-6, StafiCul F (123,195) (21,673) (114,868) 

30 liivrntories B-5 117,539 117,539 
31 Compmy PI Fdrd l'repayments 13-5 68,537 68,527 
32 

3.t 
35 
36 
37 

38 

39 

10 

41 A StaifCort oiCapltd Testimony 

12 ,N* ~,.unrr~,a.rr,iorr~..p.).miion 'tItCmnt. 

Company As Rled Cash \X'orLng Cnpitd Co 

Campnny as &led materid m d  Supplm 

33 n"0ihllg Capital 62,871 (21,673) 11,198 

' Compmy djd not brcskdown LeadiLag B-6 benvecn g o u p  O I S U T P ~ C C  and pmimns 

' Stafirenloi.ed Kegulntor) expense from lead lag eshnidies 

Staffaccepts Company bicahdown henvcrn pqroll t,~xes and other tmes. 

.*""gOc p"""", 

43 References: 
44 
45 
46 Column [CJ Column [A] + Column P) 
47 
48 Column [E] Column (A] Column P ]  
19 Column [g CBIumn IC) * Column p] 
50 
51 

Column [A] Company Sclmiule B-6 
Column p] Stnif rdiuscrmmtr to expenses, See Tesomong CLP 

Column PI. Company provided IzndiLag Factor 

10.602 
41.235 

(13 706) 
10.172 
10.818 
10.815 
6.880 

51.951 
78.551 

(31.453) 

27.859 
1.964 

13.435 
(5.65) 

(172 02) 
11 83 

112 62 
(0 52) 

(7.434) 

(8.593) 

(33 27) 

0.029 
0.113 

(0.020) 
(0.038) 
0.028 
0.030 
0.030 
0.019 
0.142 
0.215 

(0.086) 
(0.024) 
0.076 
0.005 
0.037 

(0.015) 
(0.471) 
0.041 
0.473 

(0.00 1 ) 
(0.091) 

49,712 

(3 1,723) 
(1,281) 

130 
41 

15,113 
5.291 

70,742 
21,776 
(21,886) 
(n,a94)  

3,496 
1,111 * 

17,031 * 
(3,185) 

(215,262) 
1,922 

-16,252 
(997) 

(61,616) 
(123,195) 5 

(123,195) S 

(il,i'3) 
(1,281) 

130 
41 

11,688 
5,144 

69,84.5 

(21,886) 
(18,911) 

3:196 
972 

11,781 
(3.185) 

(209,607) 
1,922 

(813) 
46,252 

(58,742) 
(144,86R) 

(111,868) 



R Water Arizoira - Sun City \Vatci District 

ear Ended June 30,2013 
: No. WS-01303A-IrCO(ilO 

Schedule htj K S 

-4CCT 
NO. 

CIAC 
Description 

Columns [-41: Company schrduies 
Column [B]: Column [Cj less Column [A] 
Column [C]: See testimony MJR 



El'COli 'Parer ,I&ona ~ Sun City W'ater District 

Docket  No. \YS-01303A-ll-0010 
'rest  Year Ended June 20,2013 

M T E  i3ASE ADJUS'TMENT NO. 5 - REVERSAL OF REGUIATOKY IJhUILITV FOR LOW INCOME 
TARIFF 0 V EH-CO L I L C ' ~ 1 0 N  I 

P I  PI [CI 

LINE AS ST-4 FF AD! USTMENTS 1% S 

COMPA\ N 1' STAFF 

AMOUNT ADIUSTED NO. DESCRIPTION 

1 Rebdatory Liability 90.329 ($90,329) $0 

2 

REFERENCES: 
Columns [A]: Amount reflected on Co Schedule B-2. page 1 
Column p]: Col [C] less col [A] 
Colunn [C]: Per Testmony MJR 



EPCGR Water Arizcna - Tubac Water District 
Docket No. WS-U1.301A-11-0010 
Tcsr Year Ended June 30, 2013 

Schedule hl_l11-3 

RkTE BASE - ORIGINAL COST 1 

[SI GI 
STAFF 

AS 
AD 1 USTED 

LINE 
rn 

STAFF 
AD1 USTMENTS 

$6,467,719 1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
28 
29 
30 
32 
33 

Plant in Service 
Less: Accumulated Depreciation 
Net Plant in Service 

$0 
$ 1,877 
($1,877) 

86,467,719 
1,942,238 
$4,525,481 

1,944,115 
564.523.604 

LESS: 

Contributions in ihd of Construction (CIAC) 
Less: Accumulated Amortization 

Net CIAC 

$1,076,185 
45.823 

$74,0 10 $1,150,195 
45,823 

$1,104,372 
9 

$74,0 10 1,030,362 

$1,952,127 $1,952~ 27 Advances in h d  of Construction (AIAC) 

517 
26,304 

517 
26,304 

Customer Meter Deposits 
Deferred Iiicome Tax Credits (Debits) 
Investment Tax Credits 
Replatory Liability 

(2,618) 

ADD: 

8,215 

83,390 

(10,833) 

(83,390) Deferred Debits 

Original Cost Rate Base ($1 70,110) $1,437,666 1,607,775 

References: 
Column [A]: Company Schedule B-1 
Column [B]: Schedule MJR-4 
Column [C]: Column [A] + Column [B] 



I 

I 

b 

7 

S 

9 
10 
I1  
12 

13 
I1 
15 

16 

11 

18 

I9 
m 
1 

- 
3 

I 

5 

6 

8 
9 
30 

1 

i 
5 

36 
7 
8 

39 
40 
41 
42 
43 
44 
I 5  
16 
d7 
48 
4 9  
10 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
10 
71 
12 
73 
1 4  
75 
76 
77 
78 
79 
80 
81 
82 
83 
RI 
85 
86 
87 
88 
YO 
IO 
91 
92 
13 
91 
95 
96 
9 i  
18 

97 
100 
101 
102 
109 
104 
105 
IO6 
107 

Sib7 

2,niv 
61,190 

0 

XI 
i 22  

2.155 

25.?"2 
14.608 

302 

756 
a 

491 

0 
44,598 

0 
236.074 

C 
30 '7:  

1 
119.41 

815 

- -  

403,824 

!.696.18' 

249,3li 

210.8U 

361,4GL 
880.11' 

8q6.80- 

37.16' 
I 
I 

611.54, 
194,26( 
22,011 

1X.M. 

46' 
5.45: 
1,331 

17,16# 
I 

22.11' 

1.93: 

65' 

36 

7 
1 

1.35, 

3.02 
5 

2 3 2  
43 

4.67 

6 
68 

5 
19 
1 

150 

$ 6,167,11 
1.912.23 

54,525.18 

S1,076,185 
+i.m 

Sl.030.36 
,,952,12 

51 
2<>,30 

n.21 
83.39 

S1.607,i7 

50 so 0 50 I0 S 567 

21830 
61.1'10 

w 
0 

122 

2, i i i  
21,2"2 

I l c m  
302 
156 

198 

44.598 

236,074 

20.225 

279,401 
879 

403,824 

1,696,181 

249,115 

210.840 

364,469 

886.319 

896,$07 
31,161 

617,549 
191,260 
22.040 

136,093 

161 
5 3 5 3  
1,336 

17,166 

z .179  

1,932 

659 

361 

14 
43 

1,350 
4,672 
3,028 

2328 
56 

131 

61 
688 

56 
197 
18 

1,506 

0 n 0 0 0 
1877 0 1,914,111 

Io $4.523.601 

71010 1,150,195 
4 5  113 

w sa 50 sir,oro 50 1,104,372 
1952127 

(2.618 (1 0,8.;3) 
121,178) (55,412) 

(11,817) (527.918) 610.833) (114.010) (S55.412) tl.437.6h6 



[RATE B.4SE ADIUSTMENT NO. I - P U N T  IN SERVICE AND DEBIT ACCUMULATED DEPRECIATION 1 

LINE ACc1‘. 
m No 

Debtt Accum 
Asscts Value 



Schedule MJR-6 

UATE BXCE ADJIJSTMENT NO. 2 - REVERSAL OF AWDC .4ND DEFERRED DEPRECIATION IIEFEKKAL 

[-&I P I  IC1 

LINE AS ADIUSTh4ENTS A S  

COMPANY STAFF STAFF 

N O  DESCRIPTION AMOUNT iLQLE4IZ2 
1 Deftrrrd Debits S3,390 ($37,978) $55,112 
2 

3 
4 REFERENCES 
5 
6 
7 
S 
9 
10 

Columns [A]' Amount reflected on Co Schedule B-2, page 1 
Column [B]. Col [C] less col [A] 
Column [C]. Per Tesrimonp MJR 



:1xi: 
.cl! 

1 

3 

4 

6 

7 

8 
9 
10 
11 
12 
13 

14  

15 

16 

17 
1R 

19 
20 

1 

23 
21 
25 
26 
37 
28 

29 

_ _  

3n 
31 
32 
33 
34 
3.5 
36 
37 
38 
59 

411 

41 

12 

43 

44 

45 
46 
17 
48 
49 
50 

Labor 
Purchased Water 
Fuel e Power 
Chemicals 
Waste Dlsposal 
Intercompany Support Services 
Corporate Allocation 
Outside Services 
Group Insurance 
Regulatory Expense 
Insurance Other Than Group 
Customer Accounting 
Rems 
General Office Expense 
Miscellaneous 
Maintenance Expense 
Property Taxes 
Taxes - Payroll 
Taxes -Other 
Income Tax 

1.v 
COAI I'hNY 
TES I > FAR 

SI 19,140 
SO 

8 3 1 3 4  

$7S,934 

$811 
595 

$54,S11 

sjs,2sn 

$12,198 
$22.882 
$7,566 

$2S,2~14 
86,577 

$38,435 
53li,5u2 

$13,897 
$2,260 

$42,897 

$26.870 

57.261 

I 4  

%lFF 
- r m  m %R 

inii ISL\II\IEN'~S 

(6,.351) 

(I 

0 
(98,934) 

n 
n 

P,SOl) 
(531) 

(429) 

n 
(4,128) 

n 
(2,181) 

(4,133) 
n 

( 4 , w  

(7,261) 

0 
0 

(8,590) 

Interest $41,330 (8,251) 
Total Opcrimq Erpenscs 5673,537 ($152,991) 

CAS1 i s'ORICTNG ChPI T?L REQUlREhENT 

Colurnii [.\I Compm) Schedulc 8-6 
Column [B] Staffadlormxnrr to rxpcnser, See Terdmony CLP 
Column IC) Column 1-41 + IColumn PI 
Column p] Company prmidcd Lead/Iq Factor 
Column JEJ Column IA] * Column P>J 
Calumn IF) Column 19 * Column PI 

IC! 
STIFF 

TI'V 1 EAll 
.?S 

41)1 I'v ED 

?173,(189 

$0 
$33,311 

$0 
$Sll 
$95 

$26.923 
$26,339 
$37,821 

$12.198 
$18,451 
$7.566 

so 

$26,023 

E2,W 

$33,493 

$13,S97 
$2,360 

$%,m 

$38,435 

$33,066 
$520,5?G 

s (7,471) 

so 
$4.853 

($2.618) 

P I  

l.E.rn/LG 

rmm,w~ 
FACSOR 

10 377 
41 010 
(6.603) 
41 010 

(30 828) 
10 593 
10.590 
7.238 

51.726 
89.656 

(23.808) 
(8.819) 
24 051 
7.926 

15.824 
(10.043) 

(172.2an) 

14 6080 

( 0 . 7 ~ 0 )  

(33.4900) 

1768240 

58 

5,1113 

(603) 
11.116 

(68) 

1,010 

533 
5,421 

(796) 

3 

1.784 

(553j 
499 
612 

285 
(1,058) 

(17,6973 

556 

3,095 

(87) 

1.921 

(603) 

0 

(69J 
3 

781 

522 
5,560 

(796) 

(a) 
199 
565 
106 

(1,058) 
(15,805) 

556 
1,095 

(70) 

(n MIS) (3,791) (3,034) 
$ 3,362 ($7,471) 

3 3 2  0,471) 



_I 

RITE RASE mJUSTMENT NO. 4 - REVERSE RE,MOVAL OF CIAC N O T  1N PL4N’I’ IN SERVJCE 

PI [CI 
STAFF 

PI 
COMPANTi STAFF 

L N E  AS AD]ISTMENTS AS 

FlLED .AJAOUNT ADIUSTED DET-CRl PTION 
1 Contnbuixons m Aid of Construcilon 1:07L,135 1/74jXO $1,150,195 

3 
4 IGFERENCES: 
5 
6 Column pj Col [C] less col [A] 
7 
S 
7 
10 

Columns [A]: Amount reDectcd on Co Schedule B-3, page 1 

Column [C]: Per Tesbnonp MJR 



EPCOR \f”ncer Arizona - Tuhac Water Dismict 
Docket I\i 0. \~S-013G3A-ll-0010 
Test Year Ended June 30,201j 

R4TE BASE AflJUS‘TMENT NO. 5 - REVERSE DEI-ERRFJD DEBITS 

[AI PI [Cl 

LINS A S  AD1 US TMSNTS AS 

COMPANY STAFF STAFF 

.lo 
1 
2 

3 
4 
5 
6 
7 
8 
9 
10 

REFERENCES 
Colums  [A]. Amount reflected on C o  Scheduic B-2, page 1 
Column p], Col [C] less col [A] 
Column [C]. Pel Tesmnony IQR and DR STF BrlB 12.3 Revised 



IZPCOR Water Arizoiia - AJl llistricts 
Docket No. \YiS-O1303i\-I 4-0010 
Test Yeas EnJcd Julie 50, 2013 

Schedule MJR-10 

L1N6 
NO. DESCRIPTJON 

I 11 

1’1oposed 
Cornpiny 

1 Mohave Water S 1,331,139 
2 Mohave Wastewatei $ 257,946 
3 Paradise VaUey Water 5 1,608,655 
4 Sun Clty Water $ 1,916,821 
5 Tubac Watei S 238,395 

6 
7 
8 
9 

10 REFEIIENCES 
11 Coluiniis [A] Amount reflected on Co Schedule C-2 
12 Column [B] Col [C] less col [A] 
13 Columii [C] Per Testmony MJlt 
14 
15 
16 

Adliistment Staff liecomrnendcd 

5 (60,978) C 1,270,161 
s (12,208) $ 245,738 
$ (80,911) 9 1,521,744 
$ (237,803) S 1,679,018 
S (58,003) $ 180,392 



5 
L 
VI 

> c 
m 
Q 

0 
U 

E 

N t - 0  02 
09 
N 

097" m m m  



NEGATIVE PLAlilT BALANCES 
Paradise Valiey 

304800 Structures and Improvements miscellaneous 
340330 Computer Software Other 

Sun City 

304100 Structures and Improvements Supply 

(8,633) 
(6,528) 
(15,16 1) 

(98,493) 
(98,493) 



EXHIBIT 3 

EXHIBIT MJR-C 
Debit Accumulated Depreciation--Phaniom Assets 

Mohave Water 

303300 Land & Land Rights -Pumping 

304200 Structures & Imp Pumping 

340100 Office Furniture & Equipment 
340200 Computer & Peripheral Equip 
346190 Remote Control & Instrument (Corp Allocated Plant) 
346200 Communications Equipment Telephone 
346300 Communicatlons Equipment Other 
347000 Miscellaneous Equip--(Corp Allocated Plant) 

Subtotal 

Mohave Wastewater 

355400 WW Power Generation Equipment Treatment 
360000 Collection Sewer Forced 
380100 WW TD Equipment Sed Tanks/Acc 
380600 TO Equip Other Disp 
397000 Miscellaneous Equipment 
346190 Remote Control & Instrument (Corp Allocated Plant) 
347000 Miscellaneous Equip--(Corp Allocated Plant) 

Paradise Valley 
301000 Organization 
304200 Structures & Imp Pumping 
304500 Structures & Irnp General 
304700 Structures & Irnp Store, Shop 
304800 Structures & Irnp General 
311300 Pumping Equipment Diesel 
339600 Other PJE CPS 
340330 Computer Software Other 
340500 Other Office Equipment 
345000 Power Operated jEquipment 
346190 Remote control & instrument(Corp allocated plant) 
347000 Miscellaneous Equip--(Corp Allocated Plant) 

Sun Ci ty  
303200 Land & Land Rights 
334200 Meter fnstallations 
339600 Other P/E CPS 
340200 Computer & Peripheral Equip 
340500 Other Ofice Equip 
344000 Laboratory Equipment 
346190 Remote Control & Instrument (Corp Allocated Plant) 
347000 Miscellaneous Equip--(Corp Allocated Plant) 

Structures & lmprov Supply 

Accumulated 
Plant Depreciation 

2351 -10 

31,201 (2253 

101,669 (5,919) 
109.956 (254,621) 

1,489 (289) 
(10,633) 

5,111 (6.235) 
39,906 (1,512) 

291,683 (279,644) 

142,907 (14,910) 
5,385 (15,840) 

336,115 (371,356) 
28,914 (1,235) 

(9,824) 
133 (26) 

3,564 (1351 
517,018 (413,326) 

1,831 
3,581 

26,113 
4,629 
(8,633) 

190 
179,033 

(6,528) 
321 

32.228 
455 

12,183 
245,403 

268,738 
6 6 0,O 9 4 
174,117 
223,286 

3,854 
107,428 

2,168 
5,808 

(477,283) 
(83,586) 

(704) 
(17,912) 

(133,751) 
(62,413) 

(573,526) 
(9,129) 

(14,473) 
(43,446) 

(88) 
(462) 

(1,416,773) 

Net Book Value 

2,361 

31,426 

107,588 
364.577 

1,778 
10,833 
11,346 
41,418 

571,327 

157.817 
21,225 

707,471 
30,149 

9,824 
159 

3,699 
930,344 

479,114 
87,167 
26,817 
22,541 

125,118 
62,603 

752,559 
2,601 

14,794 
75,674 

543 
12,645 

1,662,176 

268,798 
797,311 
237,105 

1,056,564 
7.241 

113,360 
2,588 
8,009 

(98,493) 330,200 (428.693) 
1,347,000 [ 715,283) 2,062,283 

Tubac 
340100 Office Furniture &Equip 422 (117) 539 
342000 Stores Equip 0 -1760 1,760 

422 (1,877) 2,299 

TOTAL 2,401,948 (2,827,020) 5,228,429 

Transfer treated as a retirement 
331001 T&O Mains Not Classified 

331300 TD Mains 10 in t o  16 in 

3,734,244 245.531 3,485,713 (2,735,897) 

9,380,895 3,073,653 6,309,242 6,053,081 
2,981,428 245.531 

(2,981,428) 3,071,653 



, 
EXHIBIT 4 ~ 

Data Request Exhibit 



COMPANY: EPCGR Vgater Arizona [nc. 
DOCKET NO: WS-Of 303A-4 4-001 0 

Response provided by: 
Title: Director, Regulatory & Rates 

Sheryl L. Hubbard 

Address : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: STF BAB 12-1 

Q. Regulatory liabilities - Please identify the Commission authority for all regulatory 
liabilities included in your application. Please include decision numbers. 

A. The Regulatory Liabilities included in the application by district are summarized 
below. 

Mohave Water $1 06,450 
Mohave Wastewater -0- 
Paradise Valley Water 39,646 
Sun City Water 90,329 
Tubac Water -0- 

The regulatory liabilities for Mohave Water and Sun City Water resulted from 
Decision Numbers 73145 and 7141 0, respectively, which authorized a surcharge 
to be added to the high block tier to recover the costs of the low income program 
d.iscounts also approved in those decisions. 

The regulatory liability included for Paradise Valley Water totaling $39,646 is 
comprised of two separate liabilities, one for Investment Tax Credits (ITC) at 4% 
totaling $2,067 and one for ITC at 10% totaling $37,579. Balances related to ITC 
have historically been treated as a reduction to rate base similar to like Deferred 
Income Taxes. 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-0 1 303A-I 4-00 1 0 

Response provided by: 
Title: Director, Regulatory & Rates 

Sheryl L. Hubbard 

ddress: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: STF BAB 12.2-Revised 

Q. Regulatory Assets - Please identify the Commission authority for all regulatory 
assets included in your application. Please include decisions numbers. 

A. The table below details the regulatory assets included in the calculation of the 
revenue requirements in this docket. Upon closer examination, it has been 
determined that the amounts included as regulatory assets were related to 
deferrals including deferred rate case expense (Mohave Water), deferred Central 
Arizona Project Water costs (Paradise Valley Water), and deferred arsenic media 
replacement costs (Tubac) that are not eligible for inclusion in rate base and, 
accordingly, an adjustment will be made in the Company’s rebuttal testimony to 
remove these balances. 

Mohave Water $ 67,041.96 

Paradise Valley Water 351,088.39 

Tubac Water 55,412.07 
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- 
tPCOR Water Arizona inc. 

DOCKET NO: WS-01303A-I 4-001 0 

Response provided by: 
Title: Director, Regulatory & Rates 

Sheryl L. Hubbard 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix. AZ 85027 

Company Response Number: STF MJR 19.1 

Q: Company Debit Accumulated Balances. The attached schedule Debit 
Accumulated Depreciation reflects plant balances provided by the Company. The 
balances were provided by District, by NARUC account in the Company Revised 
Schedules dated October 14, 201 4 for the test year ended 6/30/2013. The total 
accumulated depreciation debit balances are $5,878,329. The usual balance to 
accumulated depreciation is a credit balance and it decreases the net book 
value. The debit balances increase the rate base used for ratemaking from 
$7,688,752 to $13,567,081. This is creating a phantom increase to assets. 
Please explain how the accumulated depreciation balances were calculated for 
these accounts. 

A: The accumulated depreciation balances are increased as plant accounts are 
depreciated and decreased when plant assets are retired or otherwise removed 
from service in accordance with the plant accounting instructions included. in the 
NARUC Uniform System of Accounts. When plant assets are retired or 
otherwise removed from service before the end of their useful lives or are 
otherwise not fully depreciated, this may contribute to a debit balance in an 
accumulated depreciation account. This is contemplated by the group method of 
depreciation for which depreciation continues on assets in a group until the group 
is fully depreciated resulting in a net book value of the group of $0. 

Specific retirements that have contributed to some of the accumulated 
depreciation balances were identified in response to other ACC Staff data 
requests. See specifically the following responses to data requests: 

STF MJR 16.2 
STF MJR 16.4 
STF MJR 16.5 
STF MJR 16.6 
STF MJR 16.8 

Also, response to data request number RUCO 13.2 has some discussion of 
factors contributing to debit accumulated depreciation balances. 



CObI\ilPAM'd: EFCOR \S\;ater Arizona lnc. 
DOCKET NO: 'INS-01 303A-1 4-001 0 

Response provided by: 
Title: Director, Regulatory 8; Rates 

Sheryl L. Hubbard 

Ad d re§§ : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: STF MJR 19.2 

Q: Company Debit Accumulated Balances. Please provide any accounting 
theory or rate making practice support that allows for debit of the accumulated 
depreciation account in this manner. Also provide the corresponding credit 
entries that would accompany the debit posting to accumulated depreciation. As 
part of your response, please indicate if the theories or ratemaking practices 
account for debit accumulated balances represented in your revised application. 

A: Please see excerpt from the NARUC Uniform System of Accounts regarding 
utility plant accounting attached and labeled "STF 19.2 Excerpt from USOA.pdf". 
NARUC utility plant accounting provides for the retirement of plant assets by 
crediting the plant account and debiting the accumulated depreciation account for 
the "book cost thereof' of the asset to be retired which is synonymous to the 
original cost of the asset. In addition, the USOA provides that cost of removal 
should also be debited to the accumulated depreciation account when retiring 
assets. The associated credit is typically to payroll and payables when materials 
or supplies are required. 
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or in "stores", shall be charged to the plant account appropriate 
for their use. 

C. The equipment accounts shall include angle irons and similar 
items which are installed at the base of an item of equipment, but 
piers and foundations which are designed to be as permanent as the 
buildings which house the equipment, or which are constructed as a 
part of the buildings and which cannot be removed without cutting 
into the walls, ceilings or floors without in some way impairing 
the building, shall be included in the building accounts. 

D. The equipment accounts shall include the necessary costs of 
testing or running a plant or part thereof during an experimental 
or test period psior to becoming available for service. The 
utility shall furnish the Commission with full particulars of and 
justification for any test or experimental run extending beyond a 
period of thirty days. 

E. The cost of efficiency or other tests made subsequent to the 
date equipment becomes available for service shall be charged to 
the appropriate expense accounts, except that tests to determine 
whether equipment meets the specifications and requirements as to- 
efficiency, performance, etc., guaranteed by manufacturers, made 
after operations have commenced and within the period specified in 
the agreement or contract of purchase, may be charged to the 
appropriate utility plant account. 

27. Utilitv Plant - Additions and Retirements 

A. For the purpose of avoiding undue refinement in accounting for 
additions to and retirements and replacements of utility plant, all 
property shall be considered as consisting of (1) retirement units 
and ( 2 )  minor items of property. Each utility shall use such list 
of retirement units as is in use by it at the effective date hereof 
or as may be prescribed by the Commission, with the option, 
however, of using smaller units, provided the utility's practice in 
this respect is consistent. 

B. The addition and retirement of retirement units shall be 
accounted for as follows: 

(1) When a retirement unit is added to the utility plant, the 
cost thereof shall be added to the appropriate utility 
plant account, except that when units are acquired in the 
acquisition of any utility plant constituting an 
operating system, they shall be accounted for as provided 
in Instruction 21. 

31 



ACCOTJNTING INSTRUCTIONS 

When a retirement unit is retired from utility plant, 
with or without replacement, the book cost thereof shall 
be credited to the utility plant account in which it is 
included, determined in the manner set forth in paragraph 
D, below. If the retirement unit is of a depreciable 
class, the,book cost of the unit retired and credited to 
utility plant shall be charged to the accumulated 
depreciation applicable to such property. The cost of 
removal and the salvage shall be charged or credited, as 
appropriate, to such depreciation account. 

C. The addition and retirement of minor items of property shall 
be accounted for as follows: 

(1) When a minor item of property which did not previously 
exist is added to plant and a substantial addition 
results, the cost thereof shall be accounted for in the 
same manner as for the addition of a retirement unit, as 
set forth in paragraph B(11, above, otherwise the charge 
shall be to the appropriate maintenance expense account. 

- When a minor item of property is retired and not 
replaced, the book cost thereof shall be credited to the 
utility plant account in which it is included; and, in 
the event the minor item is a part of a depreciable 
plant, the account for accumulated depreciation shall be 
charged with the book cost and cost of removal and 
credited with the salvage. If, however, the book cost of 
the minor item retired and not replaced has been or will 
be accounted for when such unit is retired, no separate 
credit to the property account is required. 

When a minor item of depreciable property is replaced 
independently of the retirement unit of which it is a 
part, the cost of replacement shall be charged to the 
maintenance expense account appropriate for the item, 
except that if the replacement effects a substantial 
betterment (the primary aim of which is to make the 
property affected more useful, more efficient, of greater 
durability, or of greater capacity), the excess cost of 
the replacement over the estimated cost at current prices 
of replacing without betterment shall be charged to the 
appropriate utility plant account. 

D. The book cost of the utility plant retired shall be the amount 
at which such property is included in the utility plant accounts, 
including a l l  components of construction costs. The book cost 
shall be determined from the utility’s records and if this cannot 
be done, it shall be estimated. When it is impracticable to 

3 2  



ACCOWXTIMG INSTRUCTIONS 

determine the book cost of each unit, due to he relatively large 
number or small cost thereof, an appropriate average book cost of 
the units, with due allowance for any differences in size and 
character, shall be used as the book cost of the units retired. 

E. The book cost of land retired shall be credited to the 
appropriate land account. If the land is sold, the difference 
between the book cost and the sale price of the land (less 
commissions and other expenses of making the sale) 
included in account 414 - Gains (Losses) from Disposition of 
Utility Property, unless otherwise authorized or required by the 
Commission. 
retained by the utility, the book cost shall be charged to account 
103 - Property Held for Future Use, or account 121 - Nonutility 
Property, as appropriate. 

shall be 

If the land is not used in utility service but is 

F. 
retired shall be charged in its entirety to account 108.1 - 
Accumulated Depreciation of Utility Plant in Service. 
which, by approval or order of the Commission, are charged to 
account 182 - Extraordinary Property Losses, shall be credited to 
account 108.1 - Accumulated Depreciated of Utility Plant in 
Service. 

The book cost less net salvage of depreciable utility plant 

Any amounts 

G. The accounting for the retirement of amounts included in 
account 302 - Franchises and the items of limited term interest in 
land included in the accounts for land and land rights shall be as 
provided for in the text of account 110.1 - Accumulated 
Amortization of Utility Plant in Service, account 407.1 - 
Amortization of Limited Term Plant and account 407.3 
of Other Utility Plant. 

- Amortization 

H. 
unit of property, which would eliminate or seriously deplete the 
existing depreciation reserve, may require accounting treatment 
which differs from that described in paragraph B above. In such 
instances the Commission may authorize or order the loss on 
retirement (less any tax savings) to be charged to income in the 
current year or transferred to account 186 - Miscellaneous Deferred 
Debits, and amortized in future periods. Such accounting treatment 
shall be used only when specifically authorized or directed by the 
Commission. 

In some instances the unexpected early retirement of a major 

3 3  
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The negatme land arid plant account balances for PV originated fmm lietircineilts prior to the tiiiie 
Epcor acquired these assets from American Water. Per prior rate case support such as Schedule B-2 
for PV for the Rate Case period endmg December 31, 2007, it appears these retirements occurred 
from 2004 through 2007. The property and AD balances for the accounts per the last approved rate 
case (Decision #71410) are shown below: 

Accrt. # 

301 000 

304200 

304500 

304600 

304700 

304800 

31 1300 

331 100 

331001 

340500 

341 400 

345000 

Account 

0 rg an iza t io n 

Struct 8 Imp P 

Struct 8 Imp General 

Struct & Imp Offices 

Struct & Imp Store,Shop,Gar 
Structures 8 Improvements 
Miscellaneous 

Pump Equip Diesel 

TD Mains 4in & Less 

TD Mains Not Classified by Size 

Other Office Equipment 

Transportation Equipment - Other 

Power Operated Equipment 

AD as of Last 
PPE as of Last Decision 

15,350 

5.732 

3,036 

(8,633) 

190 

114,959 

2,395,291 

674 

27,905 

96,131 

(477,338) 

(85,611) 

(4,695) 

(18,900) 

(131,825) 

(62,460) 

(57,428) 

(2,981,428) 

(14,330) 

4,041 

13,417 

2,650,635 (3,8 16,557) 
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~ ~ ~ ~ ~ ~ ~ ’ :  EPCOR Water Arizona Inc. 
WS-Ol303A-I 4-001 0 

esponse prGVidsd by: Sandy Muri-ey 
Titi e : Rate Analyst 

Add re ss : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 23.5 

Q: 

A. 

Tubac Deferred Debits - The Company has recorded $55,412 as deferred debits 
in its filing. Please identify the unknown amount of $4,556, and cite the 
Commission Decision No. it was approved in, as presented below: 

$ 50,856 (i.e. $101,712/2) Deferral of ACRM O&M Costs 
4,556 Unknown Amount (Possible YZK?) 

The Company is uncertain of the source of the $4,556 amount referred to in this 
data request. The total annual amortization of regulatory assets of $51,140 is 
displayed on Schedule C-2, page 17, IS Adjustment SM-13, line 35. This $51,140 
is comprised of the following amounts 

$50,855.96 

$ 283.59 Y2K amortization allocated to Tubac 

$51 , I  39.55 

Arsenic Media ($1 01,712 / 2) 

The annual amortization for Y2K costs for Tubac of $283.59 is reflected on 
workpaper “Test Year Adjustments 12-1 9.xlsx”, tab “Amortization”. 

In looking in the supporting documentation, it appears that the arsenic amortization 
was double counted in the Depreciation Expense Adjustment SM-I3 as well as the 
Amortize Arsenic Media Replacement Adjustment SM-31. ,The Company will 
adjust the Depreciation Expense by removing $50,855.96 from the amortization of 
regulatory assets in our Rebuttal schedules. 
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EXECUTIVE SUMMARY 
EPCOR WATER ARIZONA, INC. 
DOCKET NO. WS-Ol303A-14-0010 

EPCOR Water Anzona, Inc. (“EWAZ” or “Company”) is an ,,hona for-profit Class A 
public service corporation providing water and wastewater uttlity service to approximately 44,529 
water and 1,448 wastewater service connections during the test year for customers located 
throughout Arizona for the five districts in &IS rate case (Mohave Water, Mohave Wastewater, 
Paradise Valley Water, Sun City Water, and Tubac Water). On March 10, 2014, EWAZ filed a 
general rate application. EWAZ requests approval of combined annualized revenues of $33,175,899 
for the five districts in h s  rate application which would represent an 18.91 percent or $5,272,769 
increase in revenue over the test year revenues of $27,903,130. 

For the Mohave Water district, EWAZ proposed a revenue increase of $1,972,914 or 31.05 
percent over adjusted test year revenues of $6,354,293 to $8,327,207. The District’s proposed 
revenue increase would produce operating income of $1,614,211 for a 6.87 percent rate of return on 
an original cost rate base (“OCRB”) of $23,496,515. Staff recommends a revenue increase of 
$1,360,784 or 21.30 percent over Staffs adjusted test year revenues of $6,389,776 to $7,750,560. 
Staffs recommended revenue increase would produce operating income of $1,431,099 for a 6.40 
percent rate of return on a Staff adjusted OCRB of $22,360,920. 

For the Mohave Wastewater District, EWAZ proposed a revenue increase of $453,638 or 
42.96 percent over adjusted test year revenues of $1,055,839 to $1,509,477. The District’s proposed 
revenue increase would produce operating income of $364,459 for a 6.87 percent rate of return on 
an OCRB of $5,305,083. Staff recommends a revenue increase of $298,788 or 28.30 percent over 
Staffs adjusted test year revenues of $1,055,839 to $1,354,626. Staffs recommended revenue 
increase would produce operating income of $296,665 for a 6.40 percent rate of return on a Staff 
adjusted OCRB of $4,635,387. 

For the Paradlse Valley Water District, EWAZ proposed a revenue increase of $841,337 or 
8.72 percent over adjusted test year revenues of $9,648,251 to $10,489,588. The District’s proposed 
revenue increase would produce an operating income of $2,705,436 for a 6.87 percent rate of return 
on an OCRB of $39,380,442. Staff recommends a revenue decrease of ($9,824) or -.lo percent 
under Staffs adjusted test year revenues of $9,648,251 to $9,638,427. Staffs recommended revenue 
decrease would produce operating income of $2,383,554 for a 6.40 percent rate of return on a Staff 
adjusted OCRB of $37,148,991. 

For the Sun City Water District, EWAZ proposed a revenue increase of $1,606,392 or 15.65 
percent over adjusted test year revenues of $10,265,553 to $1 1,871,945. The District’s proposed 
revenue increase would produce an operating income of $1,814,318 for a 6.87 percent rate of return 
on an OCRB of $26,409,286. Staff recommends a revenue increase of $663,681 or 6.45 percent 
over Staffs adjusted test year revenues of $10,295,663 to $10,959,344. Staffs recommended 
revenue increase would produce operating income of $1,586,567 for a 6.40 percent rate of return on 
a Staff adjusted OCRB of $24,790,106. 

For the Tubac Water District, EWAZ proposed a revenue increase of $398,488 or 68.80 
percent over adjusted test year revenues of $579,194 to $977,682. The District’s proposed revenue 



increase would produce an operating income of $110,454 for a 6.87 percent rate of return on OCRB 
of $1,607,775. Staff recommends a revenue increase of $187,054 or 32.30 percent over Staffs 
adjusted test year revenues of $579,194 to $766,248. Staffs recommended revenue increase would 
produce operating income of $89,135 for a 6.20 percent rate of return on a Staff adjusted OCRB of 
$1,437,666. 
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I. INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please state your name, occupation, and business address. 

My name is Christine L. Payne. I am a Public Utilities Analyst employed by the Arizona 

Corporation Commission (“Commissiony’) in the Utilities Division (“Staff ’). My business 

address is 1200 West Washgton  Street, Phoenix, Arizona 85007. 

Briefly describe your responsibilities as a Public Utilities Analyst. 

I am responsible for the examination and verification of financial and statistical information 

included in utillty rate applications. In addition, I develop revenue requirements, rate design, 

prepare written reports, testimonies, and schedules that include Staff recommendations to the 

Commission. I am also responsible for testifpg at formal hearings on these matters. 

Please describe your educational background and professional experience. 

I received a Masters of Science in Accounting from Western Washington University and a 

Bachelors of Science Degree in Accounting from the University of Washgton. I attended 

the National Association of Regulatory Utility Commissioners (“NARUC”) Utilities Rate 

School in San Diego in May, 2014. 

What is the scope of your testimony in this case? 

I am presenting Staffs analysis and recommendations regarding the application by EPCOR 

Water Arizona, Inc. (“EPCOR” or “EWAZ” or “Company”) for a permanent rate increase 

for five of its Districts. I will present Staffs recommendations in the areas of test year 

operating revenue and expense adjustments for five districts (Mohave Water, Paradlse Valley 

Water, Sun City Water, Tubac Water, and Mohave Wastewater) included in this rate 

application. I am also presenting recommendations regarding various adjustor mechanisms 

the Company proposed. 
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Q. 

A. 

Q. 

A. 

What is the basis of your recommendations? 

I performed a regulatory audrt of the EWAZ’s operating income statement to determine 

whether sufficient, relevant and reliable evidence exists to support the proposals in EWAZ’s 

rate application. The regulatory audit consisted of the following: examining and testing the 

financial information, accounting records, and other supporting documentation and verifjmg 

that the Company’s accounting principles applied were in accordance with the Commission- 

adopted NARUC Uniform System of Accounts (“USOA”). 

How is your testimony organized? 

My testimony is presented in nine sections. Section I is this introduction and a discussion on 

what EWAZ proposed in its rate application. Section I1 is a discussion of the Rate 

Application. Section I11 is a discussion of and an explanation of EPCOR’s corporate 

allocation cost pool and Staffs overall adjustments to the various expense accounts that were 

allocated through the cost pool.’ Section IV is a summary of Staffs recommended operating 

income and operating expenses for the Mohave Water District. Section V is a summary of 

Staffs recommended operating income and operating expenses for the Mohave Wastewater 

District. Section VI is a summary of Staffs recommended operating income and expense 

adjustments for the Paradrse Valley Water District. Section VI1 is a summary of Staffs 

recommended operating income and expense adjustments for the Sun City Water District. 

Section VI11 is a summary of Staffs recommended operating income and expense 

adjustments for the Tubac Water District. Section IX is the last section of my testimony 

where I discuss the Company’s proposed adjustor mechanisms and other issues that are not 

specific to any one district. 

’ Staffs’ adjustments to corporate allocation and the related expense accounts are discussed in the specifi 
summary outline. 

district’s 
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11. 

Q. 
A. 

Q. 
A. 

111. 

Q. 
A. 

Q. 
A. 

RATE APPLICATION 

What are the primary reasons for the Company’s requested permanent rate increase? 

EWAZ states in its rate application that revenues from its utility operations for the five 

districts in this rate case (Mohave Water District, Paradlse Valley Water District, Sun City 

Water District, Tubac Water District and Mohave Wastewater District) are currently 

inadequate to provide a fair rate of return on the fair value of its utility plant and property 

used for provision of public water and wasterwater utility services to its customers. 

What test year did EWAZ use in the rate application? 

EWAZ’s rate filing is based on the twelve months endmg June 30,2013. 

CORPORATE COST ALLOCATION 

Please explain EPCOR’s corporate structure operating in Arizona. 

The following thirteen Avizona districts: Agua Fria Wastewater, Agua Fria Water, Anthem 

Wastewater, Anthem Water, Havasu Water, Mohave Wastewater, Mohave Water, Paradise 

Valley Water, Sun City Wastewater, Sun City Water, Sun City West Wastewater, Sun City 

West Water, and Tubac Water all operate directly under the EWAZ corporate level. EWAZ, 

EPCOR Water New Mexico Inc., Chaparral City Water Company, and EPCOR Services 

Incorporated all operate under control of EPCOR Water USA, Inc. EPCOR Water USA, 

Inc. operates under EPCOR Water Services Inc. EPCOR Water Services Inc. reports directly 

to the parent Company of EPCOR Utilities Inc., the parent company located in Edmonton, 

Canada. 

Were any corporate expenses allocated to the five districts in this application? 

Yes. A total of $19,261,993 of corporate expenses were allocated to the thirteen EPCOR 

Water Arizona dlstricts. These expenses include $5,061,665 allocated from EPCOR Utilities 
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Inc. based in Edmonton, Canada; a negative adjustment of $7,877,281 allocated from 

EPCOR Water USA Inc.; and $22,077,608 allocated from EWAZ for a net result of 

$19,261,993. Staffs auditing focus was on the portion of total corporate expenses allocated 

to the five districts in this filing. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

What comprised the EPCOR Utilities’ costs which were allocated? 

The $5,061,665 in expenses allocated from EPCOR Utiltties Inc. included business services 

expenses of $1,627,816; at-risk compensation of $890,336; legal and external relations of 

$818,703; finance expenses of $679,884; board and executive expenses of $211,177; and 

$833,749 of various other expenses including strategic planning, a computer system for 

Human Resources and new accounting software. 

What EPCOR Water USA costs were allocated? 

The negative $7,877,281 in expenses allocated from EPCOR Water USA Inc. included is a 

negative adjustment for income taxes of $9,179,178; labor of $921,852; general office 

expenses of $1 84,276 (whch includes dues, memberships & contributions, employee 

expenses, and general office & telephone expenses); depreciation of $151,818; and $43,951 in 

various other expenses including pensions and employee benefits. 

What EWAZ costs were allocated? 

The $22,077,609 in expenses allocated from EWAZ included labor expenses of .6,939,981; 

income taxes of $6,646,830; depreciation of $1,861,732; employee benefits of $1,301,446; 

outside services of $1,154,940; general office expenses of $1,03031 1 (which includes dues, 

membershps & contributions, employee expenses, and general office & telephone expenses); 

and $3,141,869 in various other expenses including maintenance and other taxes. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Direct Testimony of Christine L. Payne 
Docket No. WS-O1303A-14-0010 
Page 5 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Q- 
A. 

How did the Company allocate these costs? 

The Company used what it calls a 4-factor cost allocation methodology. 

What are the components of the 4-factor cost allocation? 

The four factors the Company used to allocate corporate expenses are: net plant in service, 

number of general metered customers, salaries and wages, and cbrect operating and 

maintenance expenses (excludmg salaries and wages). 

Which districts were included in the development of the Company’s 4-factor corporate 

cost allocations? 

The thirteen Arizona districts that operate under EWAZ (lirted above in the coqborute stmctwe 

t e s t iaq )  are included in the 4-factor allocation. Chaparral City Water is the only Arizona 

district not included because it operates as a separate business unit receiving minimal support 

from EWAZ. EWAZ states that it charges Chaparral City Water district directly for its 

support. 

Please explain how the four factors used for allocation purposes were calculated. 

For each of the four allocation factors, EWAZ calculates each &strict’s proportion of the 

total for that factor. The four factors are averaged together to calculate the 4-factor 

allocation amount that is used to allocate corporate costs to the various districts. For 

example, EWAZ used a June 2012 plant in service amount for the Mohave Wastewater 

District of $8,012,653, and a total plant in service for the thirteen districts of $619,566,153. 

This makes Mohave Wastewater’s plant in service factor 1.2933 percent 

($8,012,653/$619,566,153). Mohave Wastewater’s other factors were 3752, 2.1599, and 

1.0139 percent. Averaged together equals the 4-factor allocation percentage of 1.3356 

percent. 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

How were the allocated costs reported in the schedules? 

The Company reported 21 lfferent expense line items on Schedule C-1s for each district. 

Each district is shown on Staffs Schedule CLP-16, column B, and 19 of these h e  items 

included as a portion of the corporate cost pool from EPCOR USA and EPCOR Arizona, 

allocated to each of the five lstricts in this filing as well as the direct expenses for each 

&strict. EPCOR Utilities corporate cost allocations are included in the Intercompany 

Support Services and Corporate Allocation line items. 

Did Staff identify any expenses that should not be allocated to the Arizona districts? 

Yes. Staff identified $3,808,719 in expenses that should not be included in the corporate cost 

pool and allocated to the various lstricts in this filing, as discussed below. 

What types of expenses does Staff recommend removing from the corporate allocation 

cost pool? 

As discussed in more detail below, Staff identified $801,709 in labor expenses, $996,118 in 

corporate allocation expenses, $1,317~ 40 in depreciation & amortization expenses, $275,278 

in general office expenses, $24,699 in regulatory expenses, $266,016 in customer accounting 

expenses, $67,011 in outside services expenses, $54,262 in pension expenses and $6,485 in 

miscellaneous expenses that should not be allocated to the 13 Arizona districts. Staff has 

determined that these are expenses that are not necessary for the provision of utdity service. 

Each expense item and amount that relates to the corporate allocation cost pool are discussed 

in the specific district’s testimony in the operating expense adjustments section. 
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Q. 

A. 

Please discuss Staffs recommended $801,709 labor expense adjustment in further 

detail. 

Staff recommends removing $801,709 in labor expenses from the corporate allocation cost 

pool. This is the at-risk portion of the employee compensation package referred to as the 

Short Term Incentive Plan (“STIP”). At the 

EWAZ level, there are four metrics, with three of the four metrics composing thirty percent 

of the incentive pay in the categories of safety, customer service, and operational efficiency 

that are awarded for meeting certain performance criteria. The fourth metric is for the 

remaining ten percent that is awarded for the financial performance of EWAZ. 

The STIP program has up to five metrics. 

In addtion, eligible employees can earn up to an addtional fifty percent based on the 

financial performance of the parent company. The Company stated in response to Staffs 

data request BAB-15.1 as shown on Attachment C, that the STIP compensation is not 

calculated in relation to a specific metric. Further, support for this calculation was not 

provided to Staff. Because the information is not tracked at that level, not available and was 

not provided to Staff, Staff is unable to review the underlying calculations at  the metric level 

to determine the proper amount to remove to reflect those measures whch are n.ot necessary 

to provide safe and reliable service to its ratepayers. Therefore, Staff recommends 

disallowing the entire amount. The adjustment by district is shown below and on Schedule 

CLP-16 for each &strict. 

Mohave Mohave Paradise Sun Remaining Total 
Water WW Valley City Tubac 8Districts adjustment 

STIP Expense $63,306 $10,707 $57,346 $93,051 $6,351 $570,948 $801,709 
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Q. Please discuss Staffs recommended $996,118 corporate allocation adjustment in 

further detail. 

Staff recommends removing $ 9 9 6 ~  18 in corporate allocation expenses. This includes 

$890,336 in expenses for at-risk compensation at the parent level, which as Qscussed in the 

labor section above and was not properly supported as a cost that needed to be incurred in 

A. 

order to provide safe and reliable service to ratepayers. This adjustment also includes 

$105,782 in public and government affairs expenses that were removed from the EPCOR 

Arizona cost pool, but not from the cost pool allocation from the parent company. The 

adjustment by district is shown below and on Schedule CLP-16 for each district. 

Mohave Mohave Paradise Sun Remaining Total 
Water WW Valley City Tubac 8 Districts adjustment 

Corporate Mocation $78,657 $13,304 $71,252 $115,615 $7,891 $709,398 Q6996J18 

Q. 

A. 

Please discuss Staffs recommended $1,317,140 depreciation & amortization expense 

adjustment in further detail. 

Staff recommends removing $1,317,140 in depreciation 81 amortization expenses from the 

corporate allocation cost pool. This included $1,000,110 in expense for an unauthorized 

acquisition adjustment and $317,030 in amortization expenses for allowance for funds used 

during construction (“AFUDC”) that also were not authorized for the Company to recover. 

Staff recommends that these deferred costs be removed from the Company’s books and no 

longer allocated to the Qstricts on a going forward basis. The adjustment is being addressed 

on each district’s Schedule CLP-13, through Staffs depreciation calculation, Staff removed 

these amortizations and calculated corporate plant deprecation with direct plant for each 

respective district. Staff witness Ms. Rimback‘s testimony goes into more detail on the 

depreciation and amortization adjustments. 
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Q. Please discuss Staffs recommended $275,278 adjustment to general office expense in 

further detail. 

Staff recommends removing $275,278 in general office expenses from the corporate 

allocation cost pool. These general office expenses included $102,421 in expenses for dues, 

membersbps & contributions, $87,430 in expenses for employee recognition and awards, 

$44,119 for tuition reimbursement, $34,534 for local meals and entertainment, and $4,133 in 

donations and $2,642 in various expenses like stationary, printing and other travel. The 

adjustment by district is shown below and on Schedule CLP-16 for each district. 

A. 

Mohave Mohave Paradise Sun Remaining Total 
Water WW Valley City Tubac 8Districts adjustment 

General 0 ffice 
Expense $21,737 $3,677 $19,691 $31,950 $2,181 $196,043 $275,278 

Q. Please discuss Staffs recommended $24,699 in regulatory expense adjustment in 

further detail. 

A. The $24,699 in regulatory expenses that Staff recommends removing from the corporate 

allocation cost pool are for the difference between what was approved in a 2002 rate case for 

year 2000 software costs that were approved to be amortized over 32 years. The adjustment 

by district is shown below and on Schedule CLP-16 for each district. 

Mohave Mohave Paradise Sun Remaining Total 
Water WW Valley City Tubac 8Districts adjustment 

Regulatory Expense $1,950 $330 $1,767 $2,867 $196 $17,590 $24,699 
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Q. Please discuss Staffs $266,016 adjustment in customer accounting expense in further 

detail. 

The $266,016 in customer accounting expenses that Staff recommends removing &om the 

corporate allocation cost pool are for EWAZ bad debt expenses that should not have been 

included in the corporate cost pool, because EWAZ already charges bad debts directly to the 

District. Independently, EWAZ should have no bad debt expense at all. The adjustment by 

district is shown below and on Schedule CLP-16 for each &strict. 

A. 

Mohave Mohave Paradise Sun Remaining Total 
Water WW Valley City Tubac 8Districts adjustment 

Customer Accounting $21,006 $3,553 $19,028 $30,875 $2,107 $189,447 $266,016 

Q. Please discuss Staffs recommended $67,011 adjustment in outside services expense in 

further detail. 

The $67,011 in outside services expenses that Staff recommends removing from the 

corporate allocation cost pool are for lobbying expenses, and unbdled legal expenses related 

to the Thunder Mountain (New Mexico) bankruptcy case, the costs of which the Arizona rate 

payers should not be asked to bear. The adjustment by district is shown below and on 

Schedule CLP-16 for each district. 

A. 

Mohave Mohave Paradise Sun Remaining Total 
Water WW Valley City Tubac 8Districts adjustment 

Outside Services $5,291 $895 $4,793 $7,778 $531 $47,723 $67,011 

Q. 

A. 

Please discuss Staffs $54,262 adjustment in pension expense in further detail. 

The $54,262 in pension expenses that Staff recommends removing from the corporate 

allocation cost pool are for relocation expenses incurred by EPCOR. Staff made the $54,262 

adjustment to pensions for two reasons (1) EWAZ I d  not explain what the relocation 
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expenses were for (2) EWAZ inappropriately posted relocation expenses to pensions. The 

adjustment by &strict is shown below and on Schedule CLP-16 for each district. 

Mohave Mohave Paradise Sun Remaining Total 
Water WW Vallev Citv Tubac 8 Districts adiustment 
$4,285 $725 $3,881 $6,298 $430 $38,643 $54,262 Pensions 

Q. 

A. 

Please discuss Staffs $6,485 adjustment in miscellaneous expenses in further detail. 

The $6,485 in miscellaneous expenses that Staff recommends removing from the corporate 

allocation cost pool are for items like flowers, food, and event expenses including linen and 

site rental fees. The miscellaneous adjustment for each &strict is discussed in the section of 

the testimony for that &strict. 

IV. SUMMARY OF STAFF’S OPERATING INCOME AND EXPENSE ADJUSTMENTS 

FOR THE MOHAVE WATER DISTRICT 

Q. Please summarize Staffs operating income and operating expense adjustments for 

the Mohave Water District. 

EPCOR proposed a revenue increase of $1,972,914 or 31.05 percent for the Mohave Water 

District’s adjusted test year revenues of $6,354,293 to $8,327,207. The District’s proposed 

revenue increase would produce an operating income of $1,614,211 for a 6.87 percent rate of 

return on an original cost rate base (“OCRB”) of $23,496,516 as shown on Mohave Water’s 

revised schedule A-1.’ For the Mohave Water district, EPCOR proposed to use OCRB as its 

fair value rate base. 

A. 

Staff recommends a revenue increase of $1,360,784 or 21.30 percent over Staffs adjusted test 

year revenues of $6,389,776 to $7,750,560 for the Mohave Water District. Staffs 

EPCOR was ordered by the ALJ to revise its schedules because Staff and RUCO could not do a thorough analysis with 
so many inaccuracies in the original schedules filed in the rate application. Most of the inaccuracies in the schedules were 
with test year and post- test year plant balances and related accumulated depreciation balances. 
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recommended revenue increase would produce an operating income of $1,431,099 

6.403 percent rate of return on a Staff adjusted OCRB of $22,360,920. 

for a 

Mohave Water Operating Income and Operating Expense Aajusttments 

Water Revenue - Staff increased test year water revenue by $35,483 from $6,132,996 to 

$6,168,479 because water revenues were posted to a non-water revenue account in error. (See 

Schedule CLP-12) 

Demeciation and Amortization ExDense - Staff lowered depreciation expense by $60,978 to 

reflect application of Staffs recommended plant balances and corrections of items amortized 

that Staff does not recommend. (See Schedule CLP-13) 

ProDerty Taxes - Staff increased test year property taxes by $906 to reflect property tax 

expense on test year revenues. (See Schedule CLP-14) 

Income Taxes - Staff increased income taxes by $122,693 to reflect income tax expense on 

Staffs test year adjusted revenues. (See Schedule CLP-15) 

Corporate Allocation - Staff made eight adjustments reducing various expense accounts 

totaling $196,744 that are part of the corporate allocation cost pool that Staff does not 

recommend. (See Schedule CLP-16) 

Water Testing - Staff increased water testing expense by $5,535 as per recommendation from 

Staffs Engineering Report for Mohave Water. (See Schedule CLP-17) 

3 Staffs witness Ah-. John Cassidy is recommending a rate of return of 6.40% for all districts with the exception of Tubac. 
Tubac’s rate of return is $6.20%. Mr. Cassidy’s testimony details the calculations for the recommended rates of return for 
each district. 
4 The corporate allocation expense adjustments are discussed in Mohave Water’s operating expense adjustments section. 
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Rate Case ExDense - Staff reduced rate case expense by $13,717 to reflect Staffs 

recommended rate case expense. (See Schedule CLP-18) 

Mohaue Water Operating Income AguJtment No. I - Water Revenue 

Q. 
A. 

Q. 

A. 

Q. 
A. 

Q. 

A. 

What did EPCOR propose for Mohave Water District test year ending June 30,2013? 

EPCOR proposed $6,132,996 for water revenues for its Mohave Water district for test year 

ending June 30,2013. 

Did Staff make an adjustment to Mohave Water District's proposed test year 

revenues? 

Yes. Staff made one adjustment to water revenues increasing thrs account by $35,483 from 

$6,132,996 to $6,168,479 as shown on Schedule CLP-11. 

Why did Staff make this adjustment to revenues for the District? 

The District posted $106,450 to a regulatory liability account and reduced rate base by &IS 

same a r n ~ u n t . ~  The District stated in its response to Staffs data request No. 15.9 as shown 

on Attachment D, that $106,450 was due to an over collection of water revenues from the 

low income program'. Staff corrected &IS error by malung a pro-forma adjustment of 

$35,483 to water revenues normalizing the $106,450 over three-years and increasing rate base 

by $106,450. 

Does the Commission have a methodology available to address the over collection of 

low income surcharges? 

Yes. The Commission can order a refund of these amounts over a 3 year period which would 

closely approximate the time period when the over collection occurred. In the alternative, the 

j Company Summary of Fair Value Rate Base, Schedule B-1, line 20 
6 The Commission authorized a low-income program for the Mohave Water District in Decision No. 73145. 
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Commission can duect the Company to apply the over collection to the Company’s 

calculation of future low income surcharges. 

Q. 
A. 

What is the net effect of this adjustment Staff made to water revenues? 

Staff made a pro-forma adjustment increasing water revenues by $35,483 from Mohave 

Water’s proposed test year revenues of $6,132,996 to $6,168,479 as shown on CLP-12. Staff 

also increased rate base by $106,450 as shown on schedule MJR3-RE3 for the erroneous 

deduction to rate base whch is addressed in Staff witness Ms. Runback‘s testimony. 

Mohuve Water Operating Expense A$u.rttment No. 2 - Deprekution e9 Amortization Expense 

Q. 

A. 

Q. 

A. 

Q. 
A. 

What amount of depreciation and amortization expense did EPCOR propose for the 

test year ending June 30,2013, for its Mohave Water District? 

The District proposed $1,331,139 of depreciation expense for test year endmg June 30,2013. 

Did Staff make an adjustment to the Mohave Water District’s proposed depreciation 

and amortization expense? 

Yes. Staff made an adjustment of $60,978 reducing the District’s proposed depreciation and 

amortization expense of $1,331,139 to $1,270,161. 

What adjustments did Staff make to depreciation and amortization expense? 

Staffs witness Ms. Rimback addressed the components of the depreciation and amortization 

adjustments in her testimony. 
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hfohave Water Operating Expense A~$u~tment No. 3 - Propeq T a x  Expense 

Q. 

A. 

Q. 
A. 

What amount of property tax expense did EPCOR propose for the Mohave Water 

district for test year ending June 30,20l3? 

EPCOR proposed $163,376 for property tax expense for its Mohave Water &strict. 

Did Staff make an adjustment to property tax expense for Mohave Water? 

Yes. Staff increased test year property taxes by $906 to reflect application of the modified 

version of the Arizona Department of Revenue’s (“ADOR’) property tax methodology, 

which die Commission has consistently adopted. 

Mohave Water Operating Expense Adjztstment No. 4 - Income T a x  Expense 

Q. 

A. 

Q. 
A. 

Q. 
A. 

What amount of income tax expense did EPCOR propose for the Mohave Water 

district for test year ending June 30,2013? 

The District proposed a negative $122,693 for income tax expense for test year ending June 

30,2013. 

Did Staff make an adjustment to income tax expense? 

Yes. Staff increased income tax expense by $122,693 from the District’s test year expense of 

negative $114,941 for a net amount of $7,752 as shown on Schedule CLP-15. 

How did Staff calculate test year income tax expense? 

Staff calculated test year income tax expense by applying the statutory state and federal 

income tax rates to Staffs adjusted test year taxable income as shown on Schedule CLP-2 

GRCF. The statutory state and federal tax rates are also shown on CLP-2 GRCF. Staff used 

the current state income tax rate of 6% obtained from ADOR versus the District’s state 

income tax rate of 6.5%. 
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Q. 

A. 

What is Staffs recommendation for income taxes for Mohave Water District? 

Staff recommends increasing test year income tax expense by $122,693 from a negative 

$1 14,941 to $7,752. 

Mohave Water Operating Expense A@,utment No. 5 - Corporate Cost Allocation 

Q. 

A. 

Q. 

A. 

Q. 

A. 

What amount did EPCOR propose for the corporate allocation cost pool for the 

Mohave Water District for test year ending June 30,2013? 

For the Mohave Water District, EPCOR proposed $1,361,074 of various operating expenses 

that was allocated through the corporate allocation cost pool using the 4-factor cost allocation 

method. 

Did Staff make any adjustments to the corporate allocation cost pool? 

Yes. Staff made eight adjustments totaling $196,744 as shown on Schedule CLP-15 for each 

expense item that was adjusted. 

Please explain what expense accounts were adjusted and why each adjustment was 

made. 

Labor ExDense - (Adjustment 5a) 

Staff removed $63,306 reducing the District’s proposed amount of $558,760 to $495,454 

from the corporate allocation cost pool. Staff disallowed the Company’s at-risk portion of an 

employee compensation plan the Company refers to as STIP. More lscussion on the STIP 

program and how it works can be found in the Corporate Allocation Section 111, page 9. 

Cornorate Allocation - (Adiustment 5bl 

Staff removed $78,657 reducing the District’s proposed amount for corporate allocation of 

$399,688 to $321,031. Ths adjustment is a component of 2 factors; (1) expenses for at-risk 
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compensation at the parent level, (discussed in the labor section in the Coqtwrate Allocation Section IIl) 

and (2) public and government affairs expenses that were removed from the EPCOR k z o n a  

cost pool, but not the cost pool from the parent company. 

Outside Services - (Adiustment 5c) 

Staff removed $5,291 from outsides services reducing the District’s proposed amount of 

$47,723 to $42,432 from the corporate allocation cost pool for lobbying expenses and 

unbilled legal expenses related to the Thunder Mountain (New Mexico) bankruptcy case. 

Staff removed these costs from the corporate allocation cost pool because these are costs 

Arizona rate payers should not be asked to bear. 

Pensions - (Adiustment 5d) 

Staff removed $4,285 from pensions increasing the District’s proposed amount of negative 

$9,741 to negative $14,026 from the corporate allocation cost pool for pension costs 

improperly allocated and to correct the error the District made. The District attempted to 

convert the 2013 calendar year pension expenses to the June 30,2013, test year expenses for 

h s  rate proceeding. 

Repulatorv ExDense- (Adjustment 5e) 

Staff removed $1,950 from regulatory expense from the District’s corporate allocation cost 

pool for year 2000 software costs the Company improperly amortized for $30,540 that 

should have been $5,841, a miscalculation of $24,699.7 The District’s reduction to regulatory 

expense is $1,950, reducing the proposed amount from $22,771 to $20,821. 

The year 2000 software costs were approved in Decision No. 69630 to be amortized over 32 years at $5,841. 
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Customer Accounting - (Adiustment 5 0  

Staff removed $21,006 from customer accounting reducing the District’s proposed amount of 

$28,999 to $7,993 from the corporate allocation cost pool. Staffs recommended 

disallowance are for lobbying expenses and unbilled legal expenses related to the Thunder 

Mountain (New Mexico) bankruptcy case, the costs of which the Arizona rate payers should 

not be asked to bear. 

General Office Expense - (Adiustment 5g) 

Staff removed $21,737 from general office expense reducing the District’s proposed amount 

of $74,538 to $52,801 from the corporate allocation cost pool. Staff disallowed expenses for 

promotions, employee recognition, awards, tuition reimbursement, local meals and 

entertainment, donations and questionable rents. A breakdown of each expense item 

lsallowed from the general office corporate allocation cost pool is in the Corporate 

Allocation, Section 111, page 3. 

Miscellaneous ExDense - (Adiustment 5h) 

Staff removed $512 from miscellaneous expense reducing the District’s proposed amount of 

$16,073 to $15,561 from the corporate allocation cost pool. Staff does not recommend 

inclusion of items such as flowers, food, and h e n  and site rental fees as costs that rate payers 

should have to bear. 

Mohave Water Operating Expense AaJu.rtment No. 6 - Water Testing Expense 

Q. What amount did EPCOR propose for annual water testing expense for its Mohave 

Water District for the test year ending June 30,20l3? 

The District proposed $26,727 for annual water testing expense for test year endmg June 30, 

2013, which the District posted in its miscellaneous expense account. 

A. 
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Q. 

A. 

Q. 
A. 

Did Staff make an adjustment to Mohave Water District’s proposed water testing 

expense? 

Yes. Staff reclassified $26,727 from the miscellaneous expense account in to the water testing 

account as shown on Schedule CLP-17. Staff also increased water testing by $5,535 ($32,262 

- $26,727) as per recommendation from Staffs’ Engineering Report. 

What does Staff recommend for water testing expense for Mohave Water District? 

Staff recommends increasing the District’s proposed amount of $26,727 by $5,535 for water 

testing expense to $32,262. 

Mohave Vfater Operating Expense A$ustment No. 7 - R a t e  Case Expense 

Q- 

A. 

Q. 
A. 

Q. 
A. 

What amount did EPCOR propose for rate case expense for the Mohave Water 

District for the test year ending June 30,20l3? 

The District proposed $178,318 of rate case expense’ which was normahzed over three pears 

for an annual rate case expense of $59,439. 

Did Staff make an adjustment to Mohave Water District’s rate case expense? 

Yes. Staff reduced the District’s proposed amount of rate case by $41,150 from $178,318 to 

$137,168. 

Why did Staff make this djustment to the District’s rate c se expense? 

Staff made this adjustment to rate case expense for the following reasons; EPCOR’s planning 

and preparation of this rate proceedmg was less than satisfactory or efficient, The rate 

application was unacceptable in many respects whtch caused Staff to u t h e  addtional 

discovery requests and required Staff to spend an excessive amount of time evaluating. Rate 

8 Rate Case Expense is captured on the Company’s C-2 Schedule in the Regulatory Expense account. 
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payers should not have to bear the cost of the Company’s inefficiency in preparing this rate 

case. Also, EPCOR stated in response to Staffs data request BAB 12.8 as shown on 

Attachment B, that the total $650,000 proposed for rate case expense was onpal ly  for nine 

districts, but they pulled four Districts out of this rate case proceehg. It is not reasonable 

that the rate case expense originally proposed to support rate case filings for nine lstricts 

would be exactly the same cost for five districts. 

Q. 
A. 

V. 

What does Staff recommend for rate case expense for Mohave Water District? 

Staff normalized the $41,150 reduction to rate case expense over three years for an annual 

rate case expense of $45,723 (1 78,318-41,150/3). Staff concurred with the District’s three 

year normalization period. 

SUMMARY OF STAFF’S OPERATING INCOME AND EXPENSE ADJUSTMENTS 

FOR THE MOHAVE WASTEWATER DISTRICT 

Q. Please summarize Staffs operating income and operating expense adjustments for 

the Mohave Wastewater District. 

EPCOR proposed a revenue increase of $453,638 or 42.96 percent over the Company’s 

adjusted test year revenues of $1,055,839 to $1,509,477 for the Mohave Wastewater District. 

The District’s proposed revenue increase would produce an operating income of $364,459 for 

a 6.87 percent rate of return on OCRB of $5,305,083 as shown on the Company’s Revised 

Schedule A-l .9 EWAZ proposes to use OCRB as its fair value rate base. 

A. 

Staff recommends a revenue increase of $298,788 or 28.30 percent over the Company’s test 

year revenues. Staff concurred with the Company’s test year revenues of $1,055,839. Staffs 

9 EPCOR was ordered by the ALJ to revise its schedules because Staff and RUCO could not do a thorough analysis with 
so many inaccuracies in the original schedules filed in the rate application. 
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recommended revenue increase would produce operating income of $296,665 for a 6.40'' 

percent rate of return on a Staff adjusted OCRB of $4,635,387. 

Mohave Wastewater Operating Revenue and Expense Adjstments 

Wastewater Revenue - No adjustment to test year wastewater revenue. 

Depreciation and Amortization Expense - Staff decreased depreciation and amortization 

expense by $12,208 to reflect application of Staffs recommended plant balances and 

corrections of items amortized that Staff does not recommend. 

ProDertv Taxes - Staff did not make an adjustment to test year property tax expense because 

the amount would have been de m i n i m i s .  

Income Taxes - Staff increased income taxes by $24,191 to reflect income tax expense on 

Staffs test year revenues. 

Cornorate Allocation - Staff made various adjustments to expense accounts totaling $33,277 

that are part of the corporate allocation cost pool that Staff does not recommend." 

Wastewater Testing - Staff concurred with the District's wastewater testing expense of 

$1 1,889 per recommendation from Staffs Engineering Report. 

10 Staffs witness Mr. John Cassidy is recommending a rate of return of 6.40% for all districts with the exception of 
Tubac. Tubac's rate of return is $6.20%. Mr. Cassidy's testimony details the calculations for the recommended rates of 
return for each district. 
l1 The corporate allocation expense adjustments are discussed in Mohave Wastewater's operating expense adjustments 
section. 



1 

2 

3 

4 
4 

6 

5 

8 

s 
1c 

11 

12 

13 

14 

15 

16 

15 

1 8  

15 

20 

21 

22 

23 

24 

Direct Testimony of Christine L. Payne 
Docket No. WS-O1303A-14-0010 
Page 22 

Rate Case ExDense - Staff reduced rate case expense by $6,960 to reflect Staffs 

recommended rate case expense 

Mohave Wastewater Revenue Agustment No. I - No A&ustment to WaJtewater Revenue 

Mohave Wastewater Operating Expense Adjzlstment No. 2 - Depreciation e9 Amortixation Expense 

Q. 

A. 

Q. 

A. 

Q. 
A. 

What amount of depreciation and amortization expense did EPCOR propose for the 

Mohave Wastewater district for test year ending June 30,2013? 

The District proposed $257,946 of depreciation expense for test year ending June 30,201 3. 

Did Staff make an adjustment to Mohave Wastewater District’s proposed depreciation 

and amortization expense? 

Yes. Staff made an adjustment of $12,208 reducing the District’s proposed depreciation and 

amortization expense of $257,946 to $245,738. 

What adjustments did Staff make to depreciation and amortization expense? 

Staffs witness Ms. Rimback addressed the components of the depreciation and amortization 

adjustments in her testimony. 

Mohave Wastewater Operating Expense Adjzlsttment No. 3 - Pmper;f3, Tax  Expense 

Q. What amount of property tax expense did EPCOR propose for its Mohave Wastewater 

District for test year ending June 30,2013? 

EPCOR proposed $53,660 for property tax expense for its Mohave Wastewater District. A. 
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Q. 

A. 

Did Staff make an adjustment to Property Tax expense for Mohave Wastewater? 

No. 

adjustment amount would have been de m i n i m i s .  

Staff did not make an adjustment to property tax expense because the test year 

Q. 

A. 

What does Staff recommend for property tax expense for Mohave Wastewater district? 

Staff recommends test year property tax expense in the amount of $53,660 as shown on 

Schedule CLP-14. 

Mohave Wastewater Operating Expense Adjzlstment No. 4 - Income Tax  Expense 

Q. 

A. 

Q. 
A. 

Q. 
A. 

What amount of income tax expense did EPCOR propose for its Mohave Wastewater 

district for test year ending June 30,20l3? 

The District proposed a negative $27,928 for income tax expense for test year ending June 

30, 2013. 

Did Staff make an adjustment to income tax expense? 

Yes. Staff increased income tax expense by $24,191 from the District’s test year expense of 

negative $27,928 for a net amount of negative 3,737 as shown on Schedule CLP-15. 

How did Staff calculate test year income tax expense? 

Staff calculated test year income tax expense by applying the statutory state and federal 

income tax rates to Staffs adjusted test year taxable income as shown on Schedule CLP-2 

GRCF. The statutory state and federal tax rates are also shown on CLP-2 GRCF. Staff used 

the state income tax rate of 6% obtained from ADOR versus the District’s state income tax 

rate of 6.5%. 
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Q. 

A. 

What is Staff’s recommendation for income taxes for Mohave Wastewater district? 

Staff recommends increasing test year income tax expense by $24,191 from Mohave 

Wastewater’s district’s test year income tax expense of negative $27,928 to negative $3,737. 

Mohave Wastewater Operating Eqense A@ustment No. 5 - Corporate Allocation 

Q. 

A. 

Q. 
A. 

Q. 

A. 

What amount did EPCOR propose for the corporate allocation cost pool for its 

Mohave Wastewater district for test year ending June 30,20l3? 

For the Mohave Wastewater district, EPCOR proposed $243,177 of various operating 

expenses that was allocated through the corporate allocation cost pool using the 4-factor cost 

allocation method. 

Did Staff make any adjustments to the corporate allocation cost pool? 

Yes. Staff made eight adjustments totaling $33,277 as shown on Schedule CLP-15 for each 

expense item that was adjusted. 

Please explain what expense accounts were adjusted and why each adjustment was 

made. 

Labor ExDense - (Adiustment 5a) 

Staff removed $10,707 reducing the District’s proposed amount of $99,538 to 88,831 from 

the corporate allocation cost pool. Staff dsallowed the Company’s at-risk portion of an 

employee compensation plan the Company refers to as STIP. More lscussion on the STIP 

program and how it works can be found in the Corporate Allocation Section 111, pages 14-15 

of my Direct Testimony. 
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Corporate Allocation - (Adiustment 5bl 

Staff removed $1 3,304 reducing the District’s proposed amount for corporate allocation of 

$67,603 to $54,299. Ths adjustment is a component of 2 factors; (1) expenses for at-risk 

compensation at the parent level, (dscussed in the labor section in the Coporate Allocation Section III) 

and (2) public and government affairs expenses that were removed from the EPCOR Arizona 

cost pool, but not the cost pool from the parent company. 

Outside Services - (Adiustment 5c) 

Staff removed $895 from outside services reducing the District’s proposed amount of 

$11,763 to $10,868 from the corporate allocation cost pool for lobbying expenses and 

unbdled legal expenses related to the Thunder Mountain (New Mexico) bankruptcy case. 

Staff removed these costs from the corporate allocation cost pool because these are costs 

Arizona rate payers should not be asked to bear. 

Pension - (Adjustment 5d) 

Staff removed $725 from pensions increasing the District’s proposed amount of negative 

$510 to negative $1,235 from the corporate allocation cost pool for pension costs improperly 

allocated and to correct the error the District made. The District attempted to convert the 

2013 calendar year pension expenses to the June 30, 2013, test year expenses for h s  rate 

proceeding. 

Repulatorv Expense- (Adiustment 5e) 

Staff removed $330 from regulatory expense from Mohave Wastewater District’s corporate 

allocation cost pool for year 2000 software costs the Company improperly amortized for 
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$30,540 that should have been $5,841, a miscalculation of $24,699.’’ The District’s reduction 

to regulatory expense is $330, reducing the proposed amount from $3,851 to $3,522. 

Customer Accountine - (Adiustment 50 

Staff removed $3,553 from customer accounting reducing the District’s proposed amount of 

$5,075 to $1,522 from the corporate allocation cost pool. Staffs recommended disallowance 

are for lobbying expenses and unbllled legal expenses related to the Thunder Mountain (New 

Mexico) bankruptcy case, the costs of which the Arizona rate payers should not be asked to 

bear. 

General Office Expense - (Adiustment 59) 

Staff removed $3,677 from general office expense reducing the District’s proposed 

of $14,343 to $10,667 from the corporate allocation cost pool. Staff lsallowed expenses for 

promotions, employee recognition, awards, tuition reimbursement, local meals and 

entertainment, donations and questionable rents. A breakdown of each expense item 

lsallowed from the general office corporate allocation cost pool is in the Corporate 

Allocation, Section 11, page 11. 

amount 

Miscellaneous ExDense - (Adiustment 5h) 

Staff removed $87 from miscellaneous expense reducing the District’s proposed amount of 

$3,017 to $2,930 from the corporate allocation cost pool. Staff does not recommend items 

such as flowers, food, and linen and site rental fees as costs that rate payers should have to 

bear. 

l2 The year 2000 software costs were approved in Decision No. 69630 to be amortized over 32 years at $5,841. 
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Mohave Wustewater Operating Expense Adjzlstment No. 6 - Wastewater Testing 

Q- 

A. 

Q- 

A. 

Q. 

A. 

What amount did EPCOR propose for annual wastewater testing expense for its 

Mohave Wastewater district for the test year ending June 30,2013? 

The District proposed $11,889 for annual wastewater testing expense for test year ending 

June 30,2013, which the District posted in its miscellaneous expense account. 

Did Staff make an adjustment to Mohave Wastewater's proposed wastewater testing 

expense? 

Yes. 

testing account as shown on Schedule CLP-17. 

Staff reclassified $1 1,889 from its miscellaneous expense account to the wastewater 

What does Staff recommend for wastewater testing expense for Mohave Wastewater 

district? 

Staff recommends $1 1,889 for wastewater testing expense as per recommendation from 

Staffs Engineering Report. 

Mohave Wastewater Operaling Expense Agustment No. 7 - Rate Case Expense 

Q. 

A. 

Q. 
A. 

What amount did EPCOR propose for rate case expense for the Mohave Wastewater 

district for the test year ending June 30,2013? 

The District proposed $30,160 of rate case expense for the Mohave Wastewater which was 

normabed over three years for an annual rate case expense of $10,053. 

Did Staff make an adjustment to Mohave Wastewater district's rate case expense? 

Yes. Staff reduced the District's proposed amount of rate case expense by $6,960 from 

$30,160 to $23,200. 
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Q. 

A. 

Why did Staff make this adjustment to the District’s rate case expense? 

Staff made this adjustment to rate case expense for the following reasons; EPCOR’s planning 

and preparation of this rate proceedmg was less than satisfactory or efficient. The rate 

application was unacceptable in many respects which caused Staff to utllize additional 

Qscovery requests and required Staff to spend an excessive amount of time evaluating. Rate 

payers should not have to bear the cost of the Company’s inefficiency in preparing this rate 

case. Also, EPCOR stated in response to Staffs data request BAB 12.8 as shown on 

Attachment B, that the total $650,000 proposed for rate case expense was originally for nine 

districts, but they pulled four Districts out of this rate case proceedmg. It is not reasonable 

that the rate case expense originally proposed to support rate case f i g s  for nine lstricts 

would be exactly the same cost for five Qstricts. 

Q. 

A. 

What does Staff recommend for rate case expense for Mohave Wastewater district? 

Staff normalized the $6,960 reduction to rate case expense over three years for an annual rate 

case expense of $7,733 ($30,160-$6,960/3). Staff concurred with the District’s three year 

normahation period. 

VI. SUMMARY OF STAFF’S OPERATING INCOME AND EXPENSE ADJUSTMENTS 

FOR THE PARADISE VALLEY WATER DISTRICT 

Q. Please summarize Staffs operating income and operating expense adjustments for 

the Paradise Valley Water district. 

EPCOR proposed a revenue increase of $841,337 or 8.72 percent for the ParaQse Valley 

Water district’s adjusted test year revenues of $9,648,251 to $10,489,588. The District’s 

proposed revenue increase would produce an operating income of $2,705,436 for a 6.87 

percent rate of return on an OCRB of $39,380,442 as shown on Schedule CLP-1. EWAZ 

proposes to use OCRB as its fair value rate base. 

A. 
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Staff recommends a revenue decrease of ($9,824) or -.lo percent under Staffs adjusted test 

year revenues of $9,648,251 to $9,638,427 for the Paradise Valley Water &strict. Staffs 

recommended revenue decrease would produce an operating income of $2,377,535 for a 

6.4013 percent rate of return on a Staff adjusted OCRB of $37,148,991. 

Paradise Valhy Water Operating Income and Operating Expense A$ustments 

Water Revenue - No adjustment to test year water revenues. 

DeDreciation and Amortization ExDense - Staff decreased depreciation and amortization 

expense by $80,911 to reflect application of Staffs recommended plant balances and 

corrections of items normalized that Staff does not recommend. (Schedule CLP-13) 

ProDertv Taxes -Staff did not make an adjustment to test year property tax expense because 

the amount would have been de m i n i m i s .  (Schedule CLP-14) 

Income Taxes - Staff increased income taxes by $131,792 to reflect income tax expense on 

Staffs test year adjusted revenues. (Schedule CLP-15) 

Comorate Allocation - Staff made eight adjustments reducing various expense accounts 

totaling $178,222 that are part of the corporate allocation cost pool that Staff does not 

recommend. l4  (Schedule-16) 

l3 Staffs witness Mr. John Cassidy is recommending a rate of return of 6.40% for all districts with the exception of 
Tubac. Tubac’s rate of return is 6.20%. Mr. Cassidy’s testimony details the calculations for the recommended rates of 
return for each &strict. 
l4 The corporate allocation expense adjustments are discussed in Paradise Valley’s operating expense adjustments section. 
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Water Testing - Staff increased Water Testing expense by $1,418 as per recommendation 

from Staffs Engineering report. (Schedule CLP-17) 

Rate Case ExDense - Staff reduced rate case expense by $37,276 to reflect Staffs 

recommended rate case expense. (Schedule CLP-18) 

Tank Maintenance ExDense- Staff reduced tank maintenance expense by $63,908 to reflect 

Staffs recommended tank maintenance expense. (Schedule CLP -19) 

Paradise V a l 9  Operating Revenue Adjztstment No. I - No AQustment to Water Revenue 

Paradise ValLty Operating Expense A@,istment No. 2 - Depreciation e9 Amortixation Expense 

Q. 

A. 

Q. 

A. 

Q. 
A. 

What amount of depreciation and amortization expense did EPCOR propose for the 

Paradise Valley Water district for test year ending June 30,20l3? 

The District proposed $1,608,655 of depreciation expense for test year endmg June 30,2013. 

Did Staff make an adjustment to the Paradise Valley Water district’s proposed 

depreciation and amortization expense? 

Yes. Staff made an adjustment of $80,911 reducing the District’s proposed depreciation and 

amortization expense of $1,608,655 to $1,527,744 as shown on Schedule CLP-13. 

What adjustments did Staff make to depreciation and amortization expense? 

Staffs witness Ms. Rimback addressed the components of the depreciation and amortization 

adjustments in her testimony. 
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Paradise V a l 9  Water Operating Expense Aggstment No. 3 - Propedy Tax  Eqense 

Q. 

A. 

Q. 
A. 

Q. 

A. 

What amount of property tax expense did EPCOR propose for the Paradise Valley 

Water district for test year ending June 30,2013? 

EPCOR proposed $335,846 for property tax expense for the Paradise Valley Water district. 

Did Staff make an adjustment to property tax expense for Paradise Valley Water? 

No. 

adjustment amount to property tax would have been de m i n i m i s .  

Staff did not make an adjustment to property tax expense because the test year 

What does Staff recommend for property tax expense for the Paradise Valley Water 

district? 

Staff recommends property tax expense of $335,846 for test year property taxes ending June 

30,2013 as shown on Schedule CLP-14. 

Paradise Va&y Water Operating Eqense Agustment No. 4 - Income Tax  Expense 

Q. 

A. 

Q. 
A. 

Q. 
A. 

What amount of income tax expense did EPCOR propose for the Paradise Valley 

Water district for test year ending June 30,20l3? 

The District proposed $735,635 for income tax expense for test year ending June 30,2013. 

Did Staff make an adjustment to income tax expense? 

Yes, Staff increased income tax expense by $131,792 from the District’s test year expense of 

$735,635 for a net amount of $867,427 as shown on Schedule CLP-15. 

How did Staff calculate test year income tax expense? 

Staff calculated test year income tax expense by applying the statutory state and federal 

income tax rates to Staffs adjusted test year taxable income as shown on Schedule CLP-2 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Direct Testimony of Christine L. Payne 
Docket No. WS-01303A-14-0010 
Page 32 

GRCF. The statutory state and federal tax rates are also shown on CLP-2 GRCF. Staff used 

the state income tax rate of 6% obtained from ADOR versus the District’s state income tax 

rate of 6.5%. 

Q. 

A. 

What is Staff‘s recommendation for income taxes for Paradise Valley Water district? 

Staff recommends increasing test year income tax expense by $131,792 from $735,635 to 

$867,427. 

Paradise Vallty Water Operating Eqense A$ustment No. 5 - Coporate Allocation Cost Pool 

Q. 

A. 

Q. 
A. 

Q. 

A. 

What amount did EPCOR propose for the corporate allocation cost poo 

Paradise Valley Water district for test year ending June 30,20l3? 

for its 

For the Paradise Valley Water &strict, EPCOR proposed $1,329,002 of various operating 

expenses that was allocated through the corporate allocation cost pool using the 4-factor cost 

allocation method. 

Did Staff make any adjustments to the corporate allocation cost pool? 

Yes. Staff made eight adjustments totaling $178,222 as shown on Schedule CLP-15 for each 

expense item that was adjusted. 

Please explain what expense accounts were adjusted and why each adjustment was 

made. 

Labor ExDense - (Adjustment 5a) 

Staff removed $57,346 reducing the District’s proposed amount of $534,422 to $486,076 

from the corporate allocation cost pool. Staff dsallowed the Company’s at-risk portion of an 

employee compensation plan the Company refers to as the STIP. More discussion on the 
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STIP program and how it works can be found in the Corporate Allocation Section 111, page 

3. 

Cornorate Allocation - (Adjustment 5b) 

Staff removed $71,252 reducing the District’s proposed amount for corporate allocation of 

$362,060 to $290,808. This adjustment is a component of 2 factors; (1) expenses for at-risk 

compensation at the parent level, (discivssed in the labor section in the Coqorate Allocation Section IIl) 

and (2) public and government affairs expenses that were removed from the EPCOR Arizona 

cost pool, but not the cost pool from the parent company. 

Outside Services - (Adjustment 5c) 

Staff removed $4,793 from outsides services reducing the District’s proposed amount of 

$70,572 to $65,779 from the corporate allocation cost pool for lobbying expenses and 

unbilled legal expenses related to the Thunder Mountain (New Mexico) bankruptcy case. 

Staff removed these costs from the corporate allocation cost pool because these are costs 

Arizona rate payers should not be asked to bear. 

Pensions - (Adiustment 5 4  

Staff removed $3,881 from pensions increasing the District’s proposed amount of negative 

$399 to negative $4,280 from the corporate allocation cost pool for pension costs improperly 

allocated and to correct the error the District made. The District attempted to convert the 

2013 calendar year pension expenses to the June 30, 2013, test year expenses for thls rate 

proceeding. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Direct Testimony of Christine L. Payne 
Docket No. WS-O1303A-14-0010 
Page 34 

Reeulatory Exoense- (Adiustment 5e) 

Staff removed $1,767 from regulatory expense from the District’s corporate allocation cost 

pool for year 2000) software costs the Company improperly amortized for $30,540 that 

should have been $5,841, a miscalculation of $24,699.15 The District’s reduction to regulatory 

expense is $1,767, reducing the proposed amount from $20,627 to $1 8,861. 

Customer Accountine - (Adiustment 50  

Staff removed $19,028 from customer accounting reducing the District’s proposed amount of 

$27,528 to $8,500 from the corporate allocation cost pool. Staffs recommended disallowance 

are for lobbying expenses and unbdled legal expenses related to the Thunder Mountain (New 

Mexico) bankruptcy case, the costs of which the Arizona rate payers should not be asked to 

bear. 

General Office ExDense - (Adiustment 59). 

Staff removed $19,691 from general office expense reducing the District’s proposed amount 

of $80,381 to $60,691 from the corporate allocation cost pool. Staff disallowed expenses for 

promotions, employee recoption, awards, tuition reimbursement, local meals and 

entertainment, donations and questionable rents. A breakdown of each expense item 

lsallowed from the general office corporate allocation cost pool is in the Corporate 

Allocation, Section 111, page 3. 

Miscellaneous Exoense - (Adiustment 5h) 

Staff removed $464 from miscellaneous expense reducing the District’s proposed amount of 

$16,769 to $16,305 from the corporate allocation cost pool. Staff does not recommend 

l j  The year 2000 software costs were approved in Decision No. 69630 to be amortized over 32 years at $5,841. 
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inclusion of items such as flowers, food, and linen and site rental fees as costs that rate payers 

should have to bear. 

Paradise V a l g  Water Operating Expense A$ustment No. 6 - Water Testing Expense 

Q. 

A. 

Q. 

A. 

Q. 

A. 

What amount did EPCOR propose for water testing expense for its Paradise Valley 

Water district for the test year ending June 30,20l3? 

The District proposed $11,734 for annual water testkg expense for test year ending June 30, 

201 3, whch is included in its miscellaneous expense account. 

Did Staff make an adjustment to Paradise Valley Water district's proposed water 

testing expense? 

Yes. Staff reclassified $1 1,734 from the miscellaneous expense account in to the water testing 

account as shown on Schedule CLP-17. Staff also increased water testing expense by $1,418 

($1 3,152 - $1 1,734) as per recommendation from Staffs Engineering Report. 

What does Staff recommend for water testing expense for Paradise Valley Water 

district? 

Staff recommends annual water testing expense of $13,152 for the Paradise Valley Water 

district. 

Paradise VaLty Water Operating Expense A$ushent No. 7 - Rate Case Expense 

Q. What amount did EPCOR propose for rate case expense for its Paradise Valley Water 

district for the test year ending June 30,20l3? 

The District proposed $161,530 of rate case expense which was normalized over three years 

for an annual Rate Case expense of $53,843. 

A. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Did Staff make an adjustment to Paradise Valley Water District‘s rate case expense? 

Yes. Staff reduced the District’s proposed amount of rate case by $37,276 from $161,530 to 

$124,254. 

Why did Staff make this adjustment to the District’s rate case expense? 

Staff made thls adjustment to rate case expense for the following reasons; EPCOR’s planning 

and preparation of this rate proceeding was less than satisfactory or efficient. The rate 

application was unacceptable in many respects which caused Staff to u t h e  additional 

dscovery requests and required Staff to spend an excessive amount of time evaluating. Rate 

payers should not have to bear the cost of the Company’s inefficiency in preparing this rate 

case. Also, EPCOR stated in response to Staffs data request No. BAB 12.8 as shown on 

Attachment B, that the total $650,000 proposed for rate case expense was originally for nine 

districts, but they pulled four Districts out of thls rate case proceeding. It is not reasonable 

that the rate case expense originally proposed to support rate case filings for nine districts 

would be exactly the same cost for five districts. 

What does Staff recommend for rate case expense for Paradise Valley Water district? 

Staff normalized the $37,276 reduction to rate case expense over three years for an annual 

rate case expense of $41,418 ($161,530 - $124,254/3. Staff concurred with the District’s 

three year normalization period. 

Paradise Valley Water Operating Expense Adjztstment No. 8 - Tank Maintenance Expense 

Q. What amount did EPCOR propose for tank maintenance expense for the Paradise 

Valley Water district? 

The District proposed $2,601,920 over 14 years for annual tank maintenance expense of 

$185,851. 

A. 
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Q. 

A. 

Q. 

A. 

Q. 
A. 

Did Staff make an adjustment to Paradise Valley Water district’s proposed tank 

maintenance expense? 

Yes. Staff reduced the District’s proposed amount for tank maintenance expense by 

$894,712 ($2,601,920 -1,707,208) for an annual tank maintenance expense of $121,943 

($1,707,208/14) as per Staffs Engineering recommendation. (see Schedule CLP -19) 

Why did Staff make this adjustment to the District’s proposed tank maintenance 

expense? 

Page 15 of Staffs Engineering report for ParaQse Valley has a complete analysis of the cost 

estimates for Staffs recommended tank maintenance expense. 

What does Staff recommend for tank maintenance? 

Staff recommends $121,943 for annual tank maintenance expense for the Paralse Valley 

&strict. 

VII. SUMMARY OF STAFF’S OPERATING INCOME AND EXPENSE ADJUSTMENTS 

FOR THE SUN CITY WATER DISTRICT 

Q. Please summarize Staffs operating income and operating expense adjustments for 

the Sun City Water district. 

EPCOR proposed a revenue increase of $1,606,392 or 15.65 percent for the Sun City Water 

&strict’s adjusted test year revenues of $10,265,553 to $1 1,871,945. The District’s proposed 

revenue increase would produce an operating income of $1,814,318 for a 6.87 percent rate of 

r e m  on an OCRB of $26,409,286 as shown on Schedule CLP-1. The District proposes to 

use OCRB as its fair value rate base. 

A. 
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Staff recommends a revenue increase of $663,681 or 6.45 percent over Staffs adjusted test 

year revenues of $10,295,663 to $10,959,344 for the Sun City Water district. Staffs 

recommended revenue increase would produce an operating income of $1,586,567 for a 

6.4016 percent rate of return on a Staff adjusted OCRB of $24,790,106. 

Sun Cig Water Operating Income and Operating Expense A$xstments 

Water Revenue - Staff increased test year water revenue by $30,110 from $10,265,553 to 

$1 0,295,663 because water revenues were posted to a non-water revenue account in error. 

(See Schedule CLP-12) 

Detxeciation and Amortization ExDense - Staff decreased depreciation and amortization by 

$237,803 to reflect application of Staffs recommended plant balances and corrections of 

items normalized that Staff does not recommend. (See Schedule CLP-13) 

ProDertv Taxes - Staff increased test year property taxes by $1,276 to reflect property tax 

expense on test year revenues. (See Schedule CLP-14) 

Income Taxes - Staff increased income taxes by $224,001 to reflect income tax expense on 

Staffs test year adjusted revenues. (See Schedule CLP-15) 

Cornorate Allocation - Staff made eight adjustments reducing various expense accounts 

totahg $289,187 that are part of the corporate allocation cost pool that Staff does not 

recommend.” (See Schedule CLP-16) 

l6 Staffs witness Mr. John Cassidy is recommending a rate of return of 6.40% for all districts with the exception of 
Tubac. Tubac’s rate of return is 6.20%. hfr. Cassidy’s testimony details the calculations for the recommended rates of 
return for each district. 
l7 The corporate allocation expense adjustments are discussed in Sun City’s operating expense adjustments section. 
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Water Testing - Staff increased water testing expense by $5,100 as per recommendation from 

Staffs Enpeering report. (See Schedule CLP-17) 

Rate Case Expense - Staff reduced rate case expense by $60,485 to reflect Staffs 

recommended rate case expense. (See Schedule CLP-18) 

Sun Cig Operating Revenue Adjzlstment No. I - Operating Revenues 

Q. 
A. 

Q. 

A. 

Q. 
A. 

What did EPCOR propose for Sun City Water district test year ending June 30,20l3? 

EPCOR proposed $10,103,166 for water revenues for its Sun City Water district for test year 

ending June 30,2013. 

Did Staff make an adjustment to Sun City Water district's proposed test year 

revenues? 

Yes. Staff made one adjustment to water revenues increasing this account by $30,110 from 

$10,103,166 to $10,133,276 as shown on Schedule CLP-12. 

Why did Staff make this adjustment to revenues for the District? 

The District posted $90,330 to a regulatory liability account and reduced rate base by this 

same amount." The District stated in response to Staffs data request 15.9 as shown on 

Attachment D, that $90,330 was due to an over collection of water revenues from the low 

income programI9. Staff corrected this error by making a pro-forma adjustment of $30,110 to 

water revenues normalizing the $90,330 over three-years and increasing rate base by $90,330. 

18 Company Summary of Fair Value Rate Base, Schedule B-1, line 20 
l9 The Commission authorized a low-income program for Sun City Water District in Decision No. 73145. 
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Q. 

A. 

Q. 
A. 

Does the Commission have a methodology available to address the over collection of 

low income surcharges? 

Yes. The Commission can order a refund of these amounts over a 3 year period which would 

closely approximate the time period when the over collection occurred. In the alternative, the 

Commission can direct the Company to apply the over collection to the Company’s 

calculation of future low income surcharges. 

What is the net effect of this adjustment Staff made to water revenues? 

Staff increased water revenue by $30,110 from Sun City’s proposed test year revenues of 

$10,103,166 to $10,133,276 as shown on Schedule CLP-12. Staff also increased rate base by 

$90,330 as shown on Schedule MJR3-RB for the erroneous deduction to rate base which is 

also addressed in Staffs witness Ms. Runback‘s testimony. 

Sun Cig Operating Expense Adjzrstment No. 2 - Depreciation de Amortixation Expense 

Q. 

A. 

Q. 

A. 

Q. 
A. 

What amount of depreciation and amortization expense did EPCOR propose for the 

test year ending June 30,2013 for its Sun City Water district? 

The District proposed $1,916,821 of depreciation expense for test year ending June 30,2013. 

Did Staff make an adjustment to the Sun City Water district’s proposed depreciation 

and amortization expense? 

Yes. Staff made an adjustment of $237,803 reducing the District’s proposed depreciation and 

amortization expense of $1,916,821 to $1,679,018. (See Schedule CLP-13) 

What adjustments did Staff make to depreciation and amortization expense? 

Staffs witness Ms. Rimback addressed the components of the depreciation and amortization 

adjustments in her testimony. 



1 

n 
L 

3 

4 
4 ” 

6 

7 

e 
s 

1c 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Direct Testimony of Christine L. Payne 
Docket No. WS-01303A-14-0010 
Page 41 

Sun Cis Water Operating Expense A4ustBent No. 3 - Properg T a x  Expense 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

What amount of property tax expense did EPCOR propose for its Sun City Water 

district for test year ending June 30,20l3? 

EPCOR proposed $434,142 for property tax expense for the Sun City Water district. 

Did Staff make an adjustment to property tax expense for Sun City? 

Yes. Staff increased test year property taxes by $1,276 to reflect application of the modified 

version of the Arizona Department of Revenue’s (“ADOR’) property tax methodology, 

whch the Commission has consistently adopted. 

What does Staff recommend for property tax expense for Sun City Water District? 

Staff recommends increasing property tax by $1,276 from the District’s proposed amount of 

$434,142 to $435,418 for property taxes for test year ending June 30, 2013, as shown on 

Schedule CLP-14. 

What does Staff recommend for property tax expense for the Sun City Water district? 

Staff recommends property tax expense of $435,418 for test year property taxes endmg June 

30, 2013. 

Sun Cis Water Operating Expense A@ustment No. 4 - Income T a x  Expense 

Q. What amount of income tax expense did EPCOR propose for its Sun City Water 

district for test year ending June 30,20l3? 

The District proposed $1 04,004 for income tax expense for test year endmg June 30,201 3. A. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Did Staff make an adjustment to income tax expense? 

Yes, Staff increased income tax expense by $224,001 from the District’s test year expense of 

$104,004 for a net amount of $328,005 as shown on Schedule CLP-15. 

How did Staff calculate test year income tax expense? 

Staff calculated test year income tax expense by applying the statutory state and federal 

income tax rates to Staffs adjusted test year taxable income as shown on Schedule CLP-2 

GRCF. The statutory state and federal tax rates are also shown on Schedule CLP-2 GRCF. 

Staff used the state income tax rate of 6% obtained from ADOR versus the District’s state 

income tax rate of 6.5%. 

What is Staffs recommendation for income taxes for Sun City Water district? 

Staff recommends increasing test year income tax expense by $224,001 from $104,004 to 

$328,005 as shown on Schedule CLP-15. 

Sun Cip Water Operating Expense Adjzlstment No. 5 - Corporate Allocation Cost Pool 

Q. 

A. 

Q. 
A. 

What amount did EPCOR propose for the corporate allocation cost pool for its Sun 

City Water district for test year ending June 30,20l3? 

For the Sun City Water district, EPCOR proposed $2,013,398 of various operating expenses 

that was allocated through the corporate allocation cost pool using the 4-factor cost allocation 

method. 

Did Staff make any adjustments to the corporate allocation cost pool? 

Yes. Staff made eight adjustments totaling $289,187 as shown on Schedule CLP-15 for each 

expense item that was adjusted. 
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Q. 

A. 

Please explain what expense accounts were adjusted and why each adjustment was 

made. 

Labor ExDense - (Adjustment 5a) 

Staff removed $93,051 reducing the District’s proposed amount of $823,225 to $730,174 

from the corporate allocation cost pool. Staff disallowed the Company’s at-risk portion of an 

employee compensation plan the Company refers to as the STIP. More lscussion on the 

STIP program and how it works can be found in the Corporate Allocation Section 111, page 

9. 

Comorate Allocation - (Adiustment 5b) 

Staff removed $115,615 reducing the District’s proposed amount for corporate allocation of 

$587,486 to $471,871. This adjustment is a component of 2 factors; (1) expenses for at-risk 

compensation at the parent level, (disczlssed in the labor section in the Colporate Allocation Section 110 

and (2) public and government affairs expenses that were removed from the EPCOR Arizona 

cost pool, but not the cost pool from the parent company. 

Outside Services - (Adjustment 5c) 

Staff removed $7,778 from outsides services reducing Sun City Water’s proposed amount of 

$71,559 to $63,781 from the corporate allocation cost pool for lobbying expenses and 

unbded legal expenses related to the Thunder Mountain (New Mexico) bankruptcy case. 

Staff removed these costs from the corporate allocation cost pool because these are costs 

Arizona rate payers should not be asked to bear. 

Pensions - (Adiustment 5d) 

Staff removed $6,298 from pensions increasing the District’s proposed amount of negative 

$13,883 to negative $20,181 from the corporate allocation cost pool for pension costs 
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improperly allocated and to correct the error the District made. The District attempted to 

convert the 2013 calendar year pension expenses to the June 30, 2013, test year expenses for 

&IS rate proceechg. 

Reaulatorv Expense- (Adiustment 5e) 

Staff removed $2,867 from regulatory expense from the District’s corporate allocation cost 

pool for year 2000 software costs the Company improperly amortized for $30,540 that should 

have been $5,841, a miscalculation of $24,699.’’ The District’s reduction to regulatory 

expense is $2,867, reducing the proposed amount from $33,470 to $30,603. 

Customer Accounting - (Adiustment 5fl 

Staff removed $30,875 from customer accounting reducing the District’s proposed amount of 

$42,690 to $1 1,815 from the corporate allocation cost pool. Staffs recommended 

disallowance are for lobbying expenses and unbilled legal expenses related to the Thunder 

Mountain (New Mexico) bankruptcy case, the costs of which the Arizona rate payers should 

not be asked to bear. 

General Office ExDense - (Adiustment 5 ~ )  

Staff removed $31,950 from general office expense reducing the District’s proposed amount 

of $1 10,225 to $78,275 from the corporate allocation cost pool. Staff disallowed expenses for 

promotions, employee recoption, awards, tuition reimbursement, local meals and 

entertainment, donations and questionable rents. A breakdown of each expense item 

disallowed from the general office corporate allocation cost pool is in the Corporate 

Allocation, Section 111, page 3. 

2o The year 2000 software costs were approved in Decision No. 69630 to be amortized over 32 years at $5,841. 
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Miscellaneous ExDense - (Adiustment 5h) 

Staff removed $753 from miscellaneous expense reducing the District’s proposed amount of 

$23,739 to $22,986 from the corporate allocation cost pool. Staff does not recommend 

inclusion of items such as flowers, food, and linen and site rental fees as costs that rate payers 

should have to bear. 

Sun City Water Operating Expense A@usfment No. 6 - Water Testing Eqense 

Q. 

A. 

Q. 

A. 

Q. 
A. 

What amount did EPCOR propose for water testing expense for its Sun City Water 

district for the test year ending June 30,20l3? 

The District proposed $30,180 for annual water testing expense for test year ending June 30, 

201 3, which is included in its miscellaneous expense account. 

Did Staff make an adjustment to Sun City Water district’s proposed water testing 

expense? 

Yes. Staff reclassified $30,180 from the miscellaneous expense account in to the water testing 

account as shown on Schedule CLP-17. Staff also decreased water testing expense by $5,100 

($30,180 - $25,080) as per Staffs recommendation from Staffs Enpeering Report. 

What does Staff recommend for Water Testing expense for Sun City Water district? 

Staff recommends water testing expense of $25,080 as shown on Schedule CLP-17. 

Suiz City Water Operating Expense A@ustment No. 7 - Rate Case Expense 

Q. What amount did EPCOR propose for rate case expense for the Sun City Water 

district for the test year ending June 30,20l3? 

The District proposed $201,617 of rate case expense for the District whch was normalized 

over three years for an annual rate case expense of $87,367. 

A. 
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Q- 
A. 

Q. 
A. 

Q. 
A. 

Did Staff make an adjustment to Sun City Water district’s rate case expense? 

Yes. Staff reduced the District’s proposed amount of rate case by $60,485 from $262,101 to 

$201,6 17. 

Why did Staff make this adjustment to the District’s rate case expense? 

Staff made t h ~ s  adjustment to rate case expense for the following reasons; EPCORs planning 

and preparation of this rate proceeding was less than satisfactory or efficient. The rate 

application was unacceptable in many respects whch caused Staff to utllize additional 

discovery requests and required Staff to spend an excessive amount of time evaluating. Rate 

payers should not have to bear the cost of the Company’s inefficiency in preparing this rate 

case. Also, EPCOR stated in response to Staffs data request BAB 12.8 as shown on 

Attachment B, that the total $650,000 proposed for rate case expense was origmally for nine 

districts, but they pulled four Districts out of this rate case proceeding. It is not reasonable 

that the rate case expense origmally proposed to support rate case fillngs for nine dstricts 

would be exactly the same cost for five hstricts. 

What does Staff recommend for rate case expense for Sun City Water district? 

Staff normalized the $60,485 reduction to rate case expense over three years for an annual 

rate case expense of $67,205 ($262,102 - 60,485/3). Staff concurred with the District’s three 

year amortization period. 
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VIII. SUMMARY OF STAFF’S OPERATING INCOME AND EXPENSE 

ADJUSTMENTS FOR THE TUBAC WATER DISTRICT 

Q. 

A. 

Please summarize Staffs operating income and operating expense adjustments for 

the Tubac Water district. 

EPCOR proposed a revenue increase of $398,488 or 68.80 percent for Tubac Water district’s 

adjusted test year revenues of $579,194 to $977,682. The District’s proposed revenue 

increase would produce an operating income of $1 10,454 for a 6.87 percent rate of return on 

an OCRB of $1,607,775 as shown on Schedule CLP-1. The District proposes to use OCRB 

as its fair value rate base. 

Staff recommends a revenue increase of $187,054 or 32.30 percent over Staffs adjusted test 

year revenues of $579,194 to $766,248 for the Tubac Water district. Staffs 

revenue increase would produce an operating income of $89,135 for a 6.2OZ1 percent rate of 

return on a Staff adjusted OCRB of $1,437,666. 

recommended 

Tuhac Water Operating Income and Operating Expense A@uJttments 

Water Revenue - No adjustment to test year water revenue. (See Schedule CLP-12) 

Depreciation and Amortization Expense - Staff decreased depreciation and amortization by 

($58,003) to reflect application of Staffs recommended plant balances and corrections of 

items normallzed that Staff does not recommend. (See Schedule CLP-13) 

ProDerty Taxes - Staff increased test year property taxes by $268 to reflect property tax 

expense on test year revenues. (See Schedule CLP-14) 

21 Staffs witness hlr. John Cassidy is recommending a rate of return of 6.40% for all districts with the exception of 
Tubac. Tubac’s rate of return is 6.20%. hk. Cassidy’s testimony details the calculations for the recommended rates of 
return for each district. 
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Income Taxes - Staff increased income taxes by $71,951 to reflect income tax expense on 

Staffs test year adjusted revenues. (See Schedule CLP-15) 

Comorate Allocation - Staff made eight adjustments reducing various expense accounts 

totaling $19,738 that are part of the corporate allocation cost pool that Staff does not 

recommend.z (See Schedule CLP-16) 

Water Testing - Staff increased water testing expense by $67 as per recommendation from 

Staffs Engineering Report. (See Schedule CLP-17) 

Rate Case ExDense - Staff reduced rate case expense by $4,128 to reflect Staffs 

recommended rate case expense. (See Schedule CLP-18) 

Tubac Operating Revenue Adjsttment No. I - Water Revenues - No agusttment to IVater Revenues 

Tubac Operating Expense A&m%zent No. 2 - Depreciation e9 Amodization Expense 

Q. 

A. 

Q. 

A. 

What amount of depreciation and amortization expense did EPCOR propose for the 

test year ending June 30,2013 for its Tubac Water district? 

The District proposed $283,395 of depreciation expense for test year endmg June 30,2013. 

Did Staff make an adjustment to the Tubac Water district’s proposed depreciation 

and amortization expense? 

Yes. Staff made an adjustment of $58,003 reducing the District’s proposed depreciation and 

amortization expense of $238,395 to $1 80,392. (See Schedule CLP-13-3) 

22 The corporate allocation expense adjustments are discussed in Tubac’s operating expense adjustments section. 
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Q. 

A. 

What adjustments did Staff make to depreciation and amortization expense? 

Staffs witness Ms. Rimback addressed the components of the depreciation and amortization 

adjustments in her testimony. 

T d a c  Water Operating Expense A&&ttent No. 3 - Propeq Tax Expense 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

What amount of property tax expense did EPCOR propose for the Tubac Water 

district for test year ending June 30,20l3? 

EPCOR proposed $30,506 for property tax expense for the Tubac Water district. 

Did Staff make an adjustment to property tax expense for Tubac Water? 

Yes. Staff decreased test year property taxes by $268 to reflect application of the mohfied 

version of the Arizona Department of Revenue’s (“ADOR) property tax methodology, 

which the Commission has consistently adopted. 

What does Staff recommend for property tax expense for Tubac Water District? 

Staff recommends decreasing property tax by $268 from the District’s proposed amount of 

$30,506 to $30,238 for test year property taxes ending June 30, 2013, as shown on Schedule 

CLP-14. 

What does Staff recommend for property tax expense for Tubac Water district? 

Staff recommends property tax expense of $30,238 for test year property taxes ending June 

30,2013, as shown on Schedule CLP-14. 
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Tubac Water Operating Eqense A@ustment No. 4 - Income Tax Expense 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

What amount of income tax expense did EPCOR propose for the Tubac Water 

district for test year ending June 30,20l3? 

The District proposed a negative $107,414 for income tax expense for test year endmg June 

30,2013. 

Did Staff make an adjustment to income tax expense? 

Yes, Staff increased income tax expense by $71,951 from the District's test year expense of 

negative $107,414 for a net amount of a negative $35,463 as shown on Schedule CLP-15. 

How did Staff calculate test year income tax expense? 

Staff calculated test year income tax expense by applying the statutory state and federal 

income tax rates to Staffs adjusted test year taxable income as shown on Schedule CLP-2 

GRCF. The statutory state and federal tax rates are also shown on Schedule CLP-2 GRCF. 

Staff used the state income tax rate of 6% obtained from ADOR versus the District's state 

income tax rate of 6.5%. 

What is Staffs recommendation for income taxes for Tubac Water district? 

Staff recommends increasing test year income tax expense by 71,951 from (107,414) to 

($35,463). 
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Tubac Water Operating Eqense A@ustment No. 5 - Coprate Allocation Cost Pool 

Q. 

A. 

Q. 
A. 

Q. 

A. 

What amount did EPCOR propose for the corporate allocation cost pool for its Tubac 

Water district for test year ending June 30,20l3? 

For the Tubac Water district, EPCOR proposed $146,685 of various operating expenses that 

was allocated through the corporate allocation cost pool using the 4-factor cost allocation 

method. 

Did Staff make any adjustments to the corporate allocation cost pool? 

Yes. Staff made eight adjustments totaling $19,738 as shown on Schedule CLP-15 for each 

expense item that was adjusted. 

Please explain what expense accounts were adjusted and why each adjustment was 

made. 

Labor ExDense - (Adiustment Sa) 

Staff removed $6,351 reducing the District’s proposed amount of $59,989 to $53,638 from 

the corporate allocation cost pool. Staff lsallowed the company’s at-risk portion of an 

employee compensation plan the company refers to as STIP. More lscussion on the STIP 

program and how it works can be found in the Corporate Allocation Section 111, page 3. 

Cornorate Allocation - (Adiustment 5b) 

Staff removed $7,891 reducing the District’s proposed amount for corporate allocation of 

$40,098 to $32,207. Ths adjustment is a component of 2 factors; (1) expenses for at-risk 

compensation at the parent level, (discusJed in tbe labor section in the Coprate Allocation Section XI) 

and (2) public and government affairs expenses that were removed from the EPCOR Arizona 

cost pool, but not the cost pool from the parent company. 
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Outside Services - (Adiustment 5c) 

Staff removed $531 from outsides services reducing the District’s proposed amount of 7,673 

to $7,142 from the corporate allocation cost pool for lobbying expenses and unbilled legal 

expenses related to the Thunder Mountain (New Mexico) bankruptcy case. Staff removed 

these costs from the corporate allocation cost pool because these are costs Arizona rate 

payers should not be asked to bear. 

Pensions - (Adjustment 5d) 

Staff removed $430 from pensions increasing the District’s proposed amount of ($88) to 

($518) from the corporate allocation cost pool for pension costs improperly allocated and to 

correct the error the District made. The District attempted to convert the 2013 calendar year 

pension expenses to the June 30,2013, test year expenses for this rate proceeding. 

Regulatorv Exoense- (Adiustment 5e) 

Staff removed $196 from regulatory expense from the District’s corporate allocation cost 

pool for year 2000 software costs the Company improperly amortized for $30,540 that should 

have been $5,841, a miscalculation of $24,699.23 The District’s reduction to regulatory 

expense is $196, reducing the proposed amount from $2,284 to $2,089. 

23 The year 2000 software costs were approved in Decision No. 69630 to be amortized over 32 years at $5,841. 
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Customer Accounting - (Adiustment 50 

Staff removed $2,107 from customer accounting reducing the District’s proposed amount of 

$3,042 to $935 from the corporate allocation cost pool. Staffs recommended disallowance is 

for lobbying expenses and unbilled legal expenses related to the Thunder Mountain (New 

Mexico) bankruptcy case, the costs of which the Arizona rate payers should not be asked to 

bear. 

General Office ExDense - (Adiustment 5g) 

Staff removed $2,181 from general office expense reducing the District’s proposed amount of 

$8,835 to $6,654 from the corporate allocation cost pool. Staff disallowed expenses for 

promotions, employee recognition, awards, tuition reimbursement, local meals and 

entertainment, donations and questionable rents. A breakdown of each expense item 

disallowed from the general office corporate allocation cost pool is in the Corporate 

Allocation, Section 111, page 3. 

Miscellaneous ExDense - (Adjustment 5h’) 

Staff removed $51 from miscellaneous expense reducing the District’s proposed amount of 

$1,846 to $1,794 from the corporate allocation cost pool. Staff does not recornmend 

inclusion of items such as flowers, food, and linen and site rental fees as costs that rate payers 

should have to bear. 

Tubac Water Operating Expense Aajmtment No. 6 - Water Testing Expeme 

Q. What amount did EPCOR propose for water testing expense for its Tubac Water 

District for the test year ending June 30,20l3? 

The District proposed $2,041 for annual water testing expense for test year endmg June 30, 

201 3, which is included in its miscellaneous expense account. 

A. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Direct Testimony of Christine L. Payne 
Docket No. WS-O1303A-14-0010 
Page 54 

Q. 

A. 

Q. 
A. 

Did Staff make an adjustment to Tubac Water District’s proposed water testing 

expense? 

Yes. Staff reclassified $2,041 from the miscellaneous expense account in to the water testing 

account as shown on Schedule CLP-17. Staff also increased water testing expense by $67 

($2,108 - 2,041) as per Staffs recommendation from Staffs Enpeering Report. 

What does Staff recommend for Water Testing expense for Tubac Water district? 

Staff recommends water testing expense of $2,108. 

Tuhac Water Operating Expense A#ustment No. 7 - Rate Case Expense 

Q. 

A. 

Q. 
A. 

Q. 
A. 

What amount did EPCOR propose for rate case expense for its Tubac Water district 

for the test year ending June 30,20l3? 

The District proposed $17,890 of rate case expense for the District which was normahzed 

over three years for an annual rate case expense of $5,963. 

Did Staff make an adjustment to Tubac Water District’s rate case expense? 

Yes. Staff reduced the District’s proposed amount of rate case by $4,128 from $17,890 to 

$13,762. 

Why did Staff make this adjustment to the District’s rate case expense? 

Staff made thls adjustment to rate case expense for the following reasons; EPCORs planning 

and preparation of this rate proceeding was less than satisfactory or efficient. The rate 

application was unacceptable in many respects which caused Staff to utllize additional 

discovery requests and required Staff to spend an excessive amount of time evaluating. Rate 

payers should not have to bear the cost of the Company’s inefficiency in preparing this rate 

case. Also, EPCOR stated in response to Staffs data request BAB 12.8 as shown on 
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Attachment B, that the total $650,000 proposed for rate case expense was origmally for nine 

districts, but they pulled four Districts out of this rate case proceedmg. It is not reasonable 

that the rate case expense oripally proposed to support rate case filings for nine districts 

would be exactly the same cost for five districts. 

Q. 

A. 

What does Staff recommend for rate case expense for Tubac Water district? 

Staff normalized the $4,128 reduction to rate case expense over three years for an annual rate 

case expense of $4,587 ($17,890-$4,128/3). Staff concurred with the District’s three year 

amortization period. 

Tubac Water Operating Expense Adjztsttment No. 8 - Chemicals Expense 

Q. 
A. 

Q. 

A. 

Q. 
A. 

What did EWAZ propose for chemicals for the Tubac Water district for the test year? 

The District proposed $98,934 for chemicals for the Tubac Water district for the test year. 

Did Staff make an adjustment to the District’s proposed chemicals amount of 

$98,934? 

Yes. Staff deducted $98,934 from Chemicals Expense. 

Why did Staff make an adjustment to chemicals expense? 

Staff made the $98,934 reduction to chemicals for two reasons (1) $46,000 was deducted for 

on-going media replacement costs that lasts two years. Staff recommends that the media 

should be depreciated, not expensed. (2) $52,934 was deducted for deferred costs which the 

District claims it should be entitled to recover whch Staff does not recommend. 
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Q. 

A. 

What is the net effect of the $98,934 adjustments to chemicals for the District? 

Staff recommends reducing chemicals expense of $98,934 to zero and posting it to plant for 

the arsenic media replacement. Staff does not recommend the District recover any of the 

deferred costs. Staffs witness, Ms. Rimback will also make recommendations in her 

testimony on the treatment of the arsenic media replacement costs in plant. 

IX. ADJUSTOR MECHANISMS 

Afordable Healtb Care A c t  A&stoor 

Q. 
A. 

Q. 
A. 

Q: 

A. 

Did the Company request an Affordable Health Care Adjustor? 

Yes, the Company requested an Affordable Health Care Adjustor Mechanism (“ACAM’) 

based on the volatility of employees’ health care costs. 

What is the Affordable Health Care Act (“AHCA”)? 

The Affordable Health Care Act which was passed in March 2010, refers to a federal law for 

individuals without health insurance so that they could shop around for affordable health care 

coverage. The AHCA was passed so that people without insurance or who wanted a more 

affordable health care plan would be able to have health insurance. 

What impact does the Company propose the AHCA will have on health care costs for 

its employees? 

The Company is unsure of how the AHCA will impact health care costs for its employees. 

Since EPCOR already offers health insurance for its full-time employees, it should already be 

in compliance with the federal law stating that large businesses must offer health insurance to 

their employees. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

How did the Company calculate the amount of the ACAM? 

The Company used the average cost per employee and the current employee count at the end 

of the test year. 

Does Staff agree that the Company should be granted an ACAM? 

No. Staff disagrees with the Company’s request for an ACAM because it is not known or 

measurable. Since the Act was passed in 2010, no one knows how the ACAM wdl impact 

health care costs, particularly for large corporations. No other utlllty company has requested 

an ACAM. In addtion, Staff believes that the AHCA may not affect significantly impact 

large corporations such as EPCOR. 

What is Staffs recommendation for an ACAM adjustor for EPCOR? 

Staff does not recommend that EPCOR get an ACAM for the reasons cited above. 

Purchased Power A@ustor Mechanism (‘l’PAA4 ’3 

Q. 
A. 

Q. 
A. 

Did EPCOR request a PPAM for all the districts in this rate filing? 

Yes. 

What is a Purchased Cost Adjustor Mechanism (“PCAM”)? 

A PCAM is an adjustor mechanism allowing the Company to adjust rates without coming in 

for a full rate case. EPCOR refers to this adjustor as purchased cost adjustor mechanism or 

PCAM, while Staff prefers to use the more commonly used term PPAM. By definition, 

adjustor mechanisms are for expenses that routinely fluctuate widely. In EPCORs case, 

power cost expenses have not fluctuated drastically. Power costs for electric utility 

companies such as Arizona Public Service that buy electricity on a daily basis wdl usually see 
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wide fluctuations in buying its power. By comparison, water utilities power expenses are 

much less volade. 

Q. 
A. 

Q. 
A. 

What reasons did EPCOR give for justifying a PPAM? 

EPCOR stated in Ms. Hubbard’s direct testimony @age 23, line 8) “. . ... the best w q  to send 

appropriate price signals to  customers is to enable companies to pass through cost increases and decreases.” 

The Company also stated that the Commission approved a PPAM in the 2013 rate case for 

Litchfield Park Service Company. 

Has the Company’s purchased power expense varied over the last five years? 

The Company stated in their response to data request SFT BAB 11.3 as shown on 

Attachment A, that data prior to 2010 is not available at the district level. The following 

information demonstrates the purchase power expense for all five districts for the last three 

yearsz4: 

Water Division - Fuel & Power 

201 1 $3,263,776 

2012 $3,192,061 

2013 $3,388,988 

Wastewater - Fuel & Powe 

2011 $52,810 

2012 $59,707 

2013 $42,251 

24 Company’s Schedule E-6 
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Q. 
A. 

Q. 
A. 

What is Staffs recommendation? 

Staff recommends approval of the Company’s proposed PPAM with the following 

conditions: 

EPCOR is allowed to pass through to its customers the increase or decrease in 

purchased power costs that result from a rate change from any regulated electric 

service provider supplying retail service to EPCOR. 

Within 90 days of the Decision for this rate filing, EPCOR must file a Plan of 

Administration (“POA”) for the PPAM for Commission approval. 

EPCOR will only recover increases or rehnd decreases that are due to changes in 

purchased power rates. 

Does this conclude your direct testimony? 

Yes, it does. However, Staff is continuing to review new information from the Company and 

may revise its recommendations. 



EPCOR Water Arizona - Mohave Water District 
Docket No. WS-01303A-14-0010 
Test Year Ended June 30,2013 

Schedule CLP-1 

I REVENUE REQUIREMENT I 

1 Adjusted Rate Base $23,496,515 $22,360,920 

2 Adjusted Operating Income (Loss) $416,266 $594,053 

3 Current Rate of Return (L2 / L1) 1.77% 2.66% 

4 Required Rate of Return 6.87% 6.40% 

5 Required Operating Iiicome (L4 * L1) $1,614,211 $1,431,099 

6 Operating Income Deficiency (L5 - L2) $1,197,945 $837,046 

7 Gross Revenue Conversion Factor 1.6469 1.6257 

S Required Revenue Increase (L7 * L6) $1,972,914 1- 
9 Adjusted Test Year Revenue $6,354,293 $6,389,776 

10 Proposed Annual Reveiiue (L8 + L9) $8,327,207 $7,750,560 

11 Required Increase in Revenue (YO) 31.05% 21.30% 

12 Rate of Return on Common Equity (‘YO) 11.75% 3.90% 

References: 
Colunin [A]: Company Schedule 2-1 
Column PI: Staff Schedules CLP-2, MJR-3, and CLP-10 
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Schedule CLP-2 

GROSS REVENUE CONVERSION FACTOR I 

LINE 
NO 

1 
2 
7 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
13 
15 
16 
17 
18 
19 
21) 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
i 3  
34 
35 
i 6 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
18 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
6 0  
61 
62 

6.3 
64 
65 
66 
67 
68 
69 
70 

Cohtiutnia of Grou RPlrnnr Conrurrion l i i i - foc 

Kevenue 
Cncollectble Factor (Jme 13) 
Kevenues (Ll ~ L2) 
Conibmed Federal and Stzte Income T a s  and Propurr). I'ai Kate (rsne 23) 
Subtotal (L3 ~ L4) 
Revenue Conversion Factor (L1/ L5) 

Cohhfion ~f Ibmf/rcffzbk F o d ~  
C ' n q  
Combined Federal and State Tas Rate (Ime 21) 
One Mtnus Combined Income Tax Ibte (1,9 - L10) 
Uncollectible Rate 
Uncollecuble Factor p.11 * L12) 

Cahtlofinn oiEfktii3e Tox h f e :  
Operating Income Before Taxes (Anzona 'Taxable Income) 
Arnona State Jncome Tau Rate 
Federal Taxable Income (L16 - L17) 
Applicable Federal Income Tar Kate (Tme 68) 
Effective Federal Income Tax Kate 0.18 x J.19) 
Combined Fcderal and State Income 'Tax Kate (L17 + 1.20) 

Cahhfiion oi@?Lfitx Prob?rty Tax pador 

Unity 
Combined Federal and State Income T a l  Kate (TA) 
One Minus C o m h e d  Income Tax Rate 0.24 - L25) 
Property Tax Factor (CLP-l4,1.25) 
Effective Property Tax Factor (L26 I 1.27) 
Combined Federal and State Income Tax and Property Tax Rate (I21 t L2X) 

Required Operating Income (Schedule C1,l'- I,  Line 5) 
Adpstcdl'est Year Operating Income (Loss) (Schedule C1.P-10, Ltne 32) 
Kequmd Increase m Operating Income (I33 - L34) 

Income Tales on Rccommendcd Revenue (Col. IC], 1.62) 
IncomeTmes on Test Year Revenue (Col. [A], L62) 
Required Increase m Kevenue to Provide for Income Taxes 0 3 6  ~ 137) 

Recommended Revenue Requirement (Schedule CLl'-l, lane 10) 
Uncollectible Kate (Lme 12) 
Uncollectible Expense on Recommended Kevenue 640 I L41) 
Adjusted Test Year Uncollectible Expense 
Kequired Increase m Revenue to Provide for Uncollectible Exp. 

Property Tax vtth Rccommendcd Revenue (CLP-13, L20) 
Property Tax on Test Year Revenue (C1 .P-14, Col [A], Ll6) 
Increase m Property Tax Due to lncrease m Revenue (L46 ~ L43 

Total Requmd Increase m Revenue (L34 + 1.38 t L44 + L48) 

Cahhiion o f h o m e  Tox: 
Revenue (Sch CLP-10, Col. [Cl L5, CI.1'-1, Col. [C] 1-10) 
Operamg Expenses Excluding Income Taxes 
Synchronized Interest (L71) 
Arizona Taxable Income (L54 - I S 5  - L56) 
Arizona State Income Tas Kate 
Arizona Income Tax (157 Y L%) 
Federal 'l'anable Income (L57 ~ lS9) 
'Total Federal Income Tax 

Combined Fcderzl and Stare Income ' 1 .a~  (1.59 t J.61) 

Effectwe Tax Rate 

Ca/ndafinn of Infmrt Svnrhronirdon. 
Rate Base (Schedule MJR-3, Col IC:], l . m e  -14) 
Weighted Arcrage Cost of  Debt 

100.oooO% 
37 9600% 

0.0000% 
62.nuMO/" 

0.01C00"h 

100.oooO% 
37 9600% 

0.0000% 
62.nuMO/" 

0.01C00"h 

8 1,4.3 1,099 
594,053 

$837,046 

$519,910 
7,752 

$51 2.1 58 

$7,750,560 
0.0000% 

90 
0 

SO 

$175,862 
164,282 

$11,580 

$1,360,784 

5,187,971 

$20,421 

19,195 

5,799,551 

$1,369,625 

1,287,447 

71 Synchronized Interest (L69 I 1.70) 



EPCOll Water Arizona - Mohave Water District 
Docket No. WS-01303A-14-0010 

'I'rst Year Ended June 30,2013 

Schediile CLP-10 

OPERATING INCOME STATEMENT - TEST Y E A R  AND STAFF RECOMMENDED 

LINE 
No. DESCRIPTION 

1 Water Revenues 
2 Other Revenues 
3 Other 
4 Total Operating Revenues 

5 Labor 
6 Purchased Water 
7 Fuel & Power 
8 Chemicals 
9 Waste Disposal 
10 Intercompany Support Services 
11 Corporate Allocation 
12 Outside Services 
13 
14 
15 
16 
17 
18 
19 
20 
21 

Group Insurance 
Pensions 
Regulatory Expense 
Insurance Other Than Group 
Cus torner Accounting 
Water Testing Expense 
Rents 
General Office Expense 
Miscellaneous 

22 Mamtenance Expense 
23 Depreaahon & Amorhzat~on 
24 General Taxes-Property 
25 General Taxes-Other 
26 Income Taxes 
21 Total  Operating Expenses 
28 Operating Income (Loss) 

References: 
Column [A]: Company Schedule C-1 
Column PI: Schedule CLP-11 
Column [C]: Column [A] + Column [B] 
Column p]: Schedules CLP 2, Lines 34 and 50 
Column [E]: Column [C] + Column p] 

[AI 

COMPANY 
TEST YEAR 
AS FILED 

$6,132,996 
221,297 

0 
$6,354,293 

$1,389,973 
26,831 

546,720 
10,916 
7,886 

950 
347,018 
192,587 
418,599 

6,694 
85,438 

101,045 
581,279 

0 
16,923 

247,950 
50,657 

377,160 
1,331,139 

163,316 
149,829 

(1 14,941) 
$5,938,028 

$416,265 

STAFF 
TEST YEAR 

ADIUSTMENTS 

$35,483 
0 
0 

$35,483 

(63,306) 
0 
0 
0 
0 
0 

(78,657) 

(5,291) 
0 

(4,285) 
(15,667) 

0 
(21,006) 
32,262 

0 
(21,737) 
(27,239) 

0 
(60,978) 

906 
0 

122,693 
($142,305) 
$177,788 

[CI 
STAFF 

TEST YEAR 
AS 

ADlUSTED 

$6,168,479 
221,297 

0 
$6,389,776 

$1,326,667 
26,831 

546,720 
10,916 
7,886 

950 
268,361 
187,296 
418,599 

2,409 
69,771 

101,045 
560,273 
32,262 
16,923 

226,213 
23,418 

377,160 
1,270,161 

164,282 
149,829 

7,752 
$5,195,123 

$594,053 

STAFF 
RECOMMENDED 

CHANGES 

$1,360,784 
0 
0 

$1,360,784 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

11,580 
0 

5 12,158 
$523,738 
$837,046 

STAFF 
RECOiMMENDED 

$7,529,263 
221,297 

0 
$7,750,560 

$1,326,667 
26,831 

546,720 
10,9 16 
7,886 

950 
268,361 

418,599 
2,409 

69,771 
101,045 
560,273 
32,262 
16,923 

226,213 
23,418 

377,160 
1,270,161 

175,862 
149,829 
519,910 

$6,319,461 
$1,431,099 

187,296 





EPCOR Water Arizona - Mohave Water District 

Docket No. WS-OUO3A-14-0010 
Test Year Ended June 30,2013 

Schedule Cl,l’-12 

[ OPERATING INCOME ADJUSTMENT NO. 1 - WATER REVENUE 1 

1 

I)ISSClIII’TION 

Water Kevcnue $6,132,996 535,483 $6,168,479 

Refercnces: 
Column [A]: Comimiy Rex-ked Schedule C-2 
Column [HI: Testimony C J J  
Column IC]: Column [A] + Column [I31 



Srlicdule CLP 13 

c 

?9,2?3 

I,," 

185,402 
82,583 

186,*24 

iOl,U>9 
IoOPS6 

3,521 

5,111 

1619 118 



EPCOR Water Arizona - Mohave Water District 
Docket No. WS-OUO3A-14-001O 
Test Year Ended June 30,20U 

l INF 
N 0 

Schedule CLP-14 

DI~SCRTl”I‘1 ON 

I OPERATING ADTUSTMENT NO. 3 - PROPERTY TAX EXPENSE 1 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

22 
23 
24 

Weight Factor 
Subtotal (Line 1 * Line 2) 
Staff Recominended Revenue, Per Schedule CLP-1 
Subtotal (Idne 4 + I ine 5) 
Number of Years 
‘Three Year Average (Line 5 / l i n e  6) 
Department of Revenue hlntilplier 
Revenue Base \’due (1,ine 7 * Idnc 8) 
l’lus: 10% of CWIP 
1,ess: Net Rook Value of Licensed S’ehiclcs 
Full Cash T’alue (1,ine 9 + Line 10 - I,me 11) 
Assessment Ratio 
Assessment \’due (Line 12 * Line 13) 
Composite Property ‘Tax Rate - Ohtained from ADOli  
Staff Test Year Adjusted Property ’Tax Expense (J,inc 14 * Line 15) 
Company Proposed Property ‘Tax 
Staff Test Year Adjustment (Line 16 - Line 17) 
Property ’Tax on Staff Recominended Revenue (Line 14 * Line 15) 
Staff Test Year Adjustcd Property Tax Expense (1,iiic 16) 
Increase in Property ‘Tax Due to Increase in Revenue Requirement 

Increase m Property Tax Due to Jncreave ui Revenue Requirement (1,me 21) 
Increase m Revenue IZequiremcnt 
Increave in Property Tax l’cr Dollar Increa\e 111 Revenue (Lme 22 / ] m e  23) 

2 
12,779,552 
6,389,776 

19,169,328 
3 

6,389,776 
2 

12,779,552 
90,135 

12,869,687 

2,380,892 

$1 64,282 

18.50% 

6.90% 

5163,376 
$906 

12,779,552 
7,750,560 

20,530,112 
3 

6,843,371 
2 

13,686,741 
90,135 

13,776,876 

2,548,722 
1850% 

6.90% 

$175,862 
$164,282 

$11,580 

311,580 
$1,360,784 

0.85100% 

REliERENCES: 
Line IS: Composite Tax Kate obtained from Arizona Department of Revenue 
Line 17: Company Revised Schedule C-1, LLlie 24 
Line 21: Lme 19 - Line 20 
Line 23: Schedule CLP-1. Line 8 



EPCOR Water Arizona - Mohavc Water District 

Duckct No. WS-01303A-14-0010 
Test Year Ended June 30,2013 

Schcdule C1.P-15 

I OPERATING INCOME ADJUSTMENT NO. 4 - INCOME TAXES I 

1 

n l  ?,SCKI 1”l-I ON 

Income Taxes ($1 14,941) 

12eferences: 
Column [A]: Company Kcvised Schedule C-2 
Column p]: Testmonp CLP 
Column IC]: Column 1111 + Column [E31 
Tax Rates Pr Tax Calculation- Schedule 2 - GRCF 

$122,693 
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EPCQR Water Arizona - Mohave Watcr District 
Docket No. WS-Ol303A-14-0010 
Test Year Ended June 30, 2013 

Schcdule CI 1’-17 

OPEFUTING INCOME ADJUSTMENT NO. 6 - WATER TESTING 1 

LINE XCCI’ 
DESCRIPTION 

1 
7 
I 

Water Testing ExFense 
Miscellaneous Expense 

References: 
Column [A]: Company Schedule C-2 
Column [HI: Testimony CLP 
Column [C]: Column [A] + Column p] 

$0 512,262 $32,262 
S26,727 ($26,727) $0 

$5,535 



EPCOR Water Arizona - Mohave Water District 
Docket No. WS-OU03A-14-0010 
Test Year Ended June 30,ZOU 

OPERATING INCOME ADJUSTMENT NO. 7 - RATE CASE EXPENSE 1 

1,INE ACCT 
NO.= 

1 

I'KOPOSED 

Regulatoq Expense $85,418 ($13,717) 571,721 

References: 
Column [A]: Company lievised Schedule C-2 
Column [B]: Testimony CLP 
Column [C]: Column [A] + Column [B] 



EPCOR Water Arizona - Mohave Wastewater District 
Docket No. WS-01303A-14-0010 
Test Year Ended June 30,2013 

Schedule CLB-1 

1 REVENUE REQUIREMENT I 

LINE 
NO. DESCRIPTION 

1 Adjusted Rate Base 

2 Adjusted OperaUng Income (Loss) 

3 Current Rate of Return (L2 / L1) 

4 Reqmred Rate of Return 

5 Required Operatmg Income (L4 * L1) 

Operaimg Income Deficiency 0-5 - L2) 6 

7 Gross Revenue Conversion Factor 

8 Reqmred Revenue Increase (L7 * L6) 

9 Adjusted Test Year Revenue 

10 Proposed iinnual Revenue (L8 + L9) 

Reqmred Increase m Revenue (YO) 11 

IJII 
COMPANY 
ORIGINiIL 

c o n  

$5,305,083 

$90,799 

1.71% 

6.87% 

$364,459 

$273,660 

1.6577 

$453,638 

$1,055,839 

$1,509,477 

42.96% 

12 Rate of Return on Common Equity (YO) 11.75% 

PI 
STAFF 

ORIGINAL 
COST 

$4,635,387 

$1 14,412 

2.47% 

6.40% 

$296,665 

$1 82,253 

1.6394 

$1,055,839 

$1,354,626 

28.30% 

4.80% 

References: 
Column [-i]: Company Schedule A-l 
Column PI: Staff Schedules CLP-2, MJR-3, and CLP-10 



EPCOR Water Arizona - Mohave Wastewater Distn'ct 
Docket No. WS-01303A-14-0010 
Test Year Ended June 30,20l3 

Schedule Cld'-2 

GROSS REVENUE CONVERSION FACTOR 

I S N I i  
___ N O  

1 
2 

3 
4 
3 

6 
7 
8 
1 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
21 I 
21 
2: 
2.3 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
4 4  
-11 
42 
43 
4.4 
45 
46 
47 
4s 
49 
50 
51 
52 
53 
54 
55 
51 
57 
58 
59 
60 
h l  
62 

63 
64 
6 5 
66 
07 
68 
69 
i o  
71 

D1 ~'XXIP'I'ION 

Cdmhiioti !iCnin I<rrjrnmre (bni ercioinn Fmtor 
~ L I  enue 
Uncollectblc l:actor (]-me 13) 
Kcvenues (Ll - I,?) 
Combtncd Federal and State Jncomc 'I'ax and Property 'I-a, 1Lxc &me 23) 

Revenue Conversion Factor (L1/  L5) 

G h h i i o n  of lUnioNplNib/r F m f m  
Unity 
Combined Federal and State 11.1~ Kate (I .me 21) 
One Minus Combrned Income Tar lbtc  (13 - L10) 
Cncollectible Kate 
Uncoilecoblc Factor &ll * 1.12) 

Cofmbfm 5fEfirfzrlp Tax h i e :  

Operatmg Income Before 'Tascs (Awonz Taldbk Income) 
Arrzona State Income Tar Kate 
Federal Taxable Income (I-16 - L17) 
Applicable Federal Income Tax Rate (JAX 68) 
liffefectre 1;rderal Incomc ' lax Kate 0.18 I 1.19) 
Combincd Federal and State Income Tax Rate (I,17 + L.20) 

Cdmhfion ?fEr/ertiir I'robPrto Tax Fafor 
Unity 
Combined Federal and State Income Ta Rate (L.21) 
Onc Minus Comhlned Income l a 1  Rate (I 2 4  - L25j 
Property Tax Factor (CI J'-l4, L25) 
1;ffectme Properr). Tas Factor (L26 x 127) 
Combined Federal and State Income T a l  and P ropeqTax  Kate (L21 + L28) 

Subtotal 0-3 ~ IA) 

Required Operatmg Income (Schedule CLP-1, J.me 5) 
Adjustcdreat Year Opcratmg Income ( I n s s )  (Schedule CLP-10, L n c  32) 
Required lncrease m Operatmg Income (L33 ~ 134) 

fncome T a x 5  on Kecommendcd Kerrnuc (Col. (C), 1.62) 
h o m e  Taxes on Test Year Kercnue ((3 (A), L62j 
Kequmd Increase In Kcvenue tv Proride for Income l a re s  (L36 - L37) 

Kecommendcd Kerenue Kequmment (Schedule C1 .P-1, Line 10) 
Uncollectrble Rate (Ime 12) 
UncoUectrble Expense on Recommended Kevenue (LK) x L41) 
Adlusted 'Test Year Unccdlecthle Espcnce 
Kequxed Increase m Kcvenue to Proride lor Uncollectjhle Eyp. 

Properv Tns w t h  Kecommendcd Kel-cnue (CIK14, J-20) 
Property Tax on Test Ycar Kewnue (CLP-14, Col [A], L16) 
Increase in Property Tas Due to Increase in Kei-cnue (L46 ~ 1,47) 

rota1 Kequlred Increase 111 Kcvenue (L34 + L38 t L44+ J-48) 

Ca lah i i on  oflnmme Tax 
Revenue (Sch CLP-10, Col [C] L5, CLP-I, Col [C] 10) 
Operaung Espcnses Escludmg Income Taws 
Synchronized Interest (L71) 
Arizona Taxable h o m e  (I54 - L55 ~ 1-56) 
Anzona State Income T a  Rare 
Arizona Income Ta.; (1.57 x 1.58) 
Federal 'Taxable lncome (L57 ~ 1.59) 
'I'otal I:ederal Income ' 1 ' 2 ~  

(:ornbmcd Fedwal and Statc Incomc I'a\ (1.59 T 1.61) 

Effecnr-c 'l'ax Rate 

100.0000% 
37.7600% 
62.0400"~o 
~0.0000~6 

0 0000Ob 

10O.o(n0"'0 
6.0000% 

94.0000"'o 

31.96OO"'o 
34 onoo% 

37.9600% 

100.000OY n 

37 961K)% 
62.0400% 

1 6806% _____ 
1.0426% 

39.0026% 

$296,665 
114,112 

$182,253 

$107,776 
(3,737) 

$111,514 

$1,354,626 
0 0ooo% 

$0 

$0 

$58,681 
53,660 

$5,021 

5298,788 

945,164 

(9,255) 

950,185 

$283,921 

2 6 6 ~ 8 8 6 

74 001 )I)" I, 



tiPCOR V'aler Arizona - Mohave Wastewater District 
Docket No. WS-0l303A-14-0010 
Test Year Ended June 30, 2OU 

Schedule CLP-10 

I OPERATING INCOME STATEMENT - TEST YEAR ANI) STAFF RECOMMENDED 1 

LINE 
NO. DESCRIPTION 

1 Wastewater Revenues 
2 Other Revenues 
3 Other 
4 Total Operating Revenues 

5 Labor 
6 Purchased Water 
7 Fuel&Power 
8 Chemcals 
9 Waste Disposal 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 

Intercompany Support Services 
Corporate Allocatmn 
Outside Services 
Group Insurance 
Pensions 
Regulatory Expense 
Insurance Other Than Group 
Customer Accountmg 
Water Testmg Expense 
Rents Expense 
General Oftice Expense 
Miscellaneous 
Maintenance Expense 
Depreciabon & Amordzabon 
General Taxes-Propertg 
General Taxes-Other 
Income Taxes 
Total Operating Expenses 

28 Operating Income (Loss) 

References: 
Column [A]: Company Schedule C-1 
Column [B]: Schedule CLP-11 
Column [C]: Column [A] + Column [R] 
Column [D]: Schedules CLP 2, Lines 29 and 37 
Column [E]: Column [C] + Column [D] 

[AI 

COMPANY 
TEST YEAR 
AS FILED 

$1,052,210 
3,629 

0 
$1,055,839 

$268,572 
0 

46,241 

34,306 
161 

58,694 
34,425 
53,082 

725 
11,993 
14,658 
53,827 

0 
8,199 

20,902 
84 

51,102 
257,946 
53,660 
12,392 

(27,928) 
$965,040 
$90,799 

12,000 

STAFF 
TEST YEAR 

AD1 IUSTMENIS 

0 
0 
$0 

($10,707) 
0 
0 
0 
0 
0 

(1 3,304) 

0 
(895) 

(725) 
(2,650) 

0 

(3,553) 
11,889 

0 

(1 1,976) 
0 

(12,208) 
0 
0 

24,191 

(3,677) 

($23,614) 
$23,614 

Icl 
STAFF 

TEST YEAR 
AS 

ADTUSTED 

$1,052,210 
3,629 

0 
$1,055,839 

$257,865 
0 

46,241 

34,306 
161 

45,390 
33,530 
53,082 

0 
9,343 

14,658 
50,274 
11,889 
8,199 

17,225 
(1 1,892) 
51,102 

245,738 
53,660 
12,392 

$941,426 
$114,412 

12,000 

(3,737) 

STAFF 
RECOMMENDED 

CHANGES 

$298,788 
0 
0 

$298,788 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

5,021 
0 

11 1,514 
$116,535 
$182,253 

STAFF 
RECOMMENDED 

$1,350,997 
3,629 

0 
$1,354,626 

$257,865 
0 

46,241 
12.000 
34,306 

161 
45,390 
33,530 
53,082 

0 

14,658 
50,274 
11,889 
8,199 

17,225 
(1 1,892) 
51,102 

245,738 
58,681 
12,392 

107,776 

9,343 

$1,057,961 
$296,664 





EPCOR Water Arizona - Mohave Water District 
Docket No. WS-OU03A-14-0010 
Test Year Ended June 30,2013 

Schedule CLP-12 

OPERATING INCOME ADJUSTMENT NO. 1 - WATER REVENUE 1 

LINE ACCI 
UN() 

1 

Kefcrcnces 
Column Company Schedule C-2 
Column IB] Tesomony CLP 
Column IC] Column [A] + Column p] 

$1,052,210 $0 $1,052,210 



EPCOR W'nccr Arizuoa - Mohvve Wasiew~Lcr Dbirict 

Docker No. WS41303A-144010 

TcstYcir Ended June 30,20l3 

ScI,rdule C1.P-13 

OPERKTINC ADJUSTMENT NO. 2 - DEPREClAlYON EXPENSE I 

2 335000 

3 351000 

-I 352000 
5 i m n o  
6 3512Ul) 

7 351400 

8 355100 

9 360000 

10 361100 

11 363000 

12 363000 

13 364000 

11 3711oc 

15 37120C 

16 380000 

17 380050 

18 38n10( 
19 380300 
20 380500 

21 180600 

2? 380625 

23 389600 

2.1 190200 

25 391000 

26 393000 

27 191~100 

28 395000 

29 390000 

30 304.500 

31 301600 

32 304620 

33 3311UO 

34 339600 
35 31011X 

36 340200 

37 310300 
38 310330 
39 341400 

40 3131100 

11 w n o u  
42 116100 

43 346190 

41 316200 

45 316300 

16  317000 

47 

48 0 
49 

50 
51 

52 
51 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 

6k 
6.i 

66 
67 I 

68 
69 
70 
71 
72 (:<>I.\ 
7 3  <:id I3 
71 f'Ii lC 

7 i  ('CAI> 

0 
$0 5 

161 

196.581 

1,047,352 

112,907 

2,721.870 

138,063 

218,718 

82,445 

5,385 

510,251 

1,013,752 

135,165 
136,115 

39,113 

212,909 
28,914 

3,818,565 

3,249 _ -  
10,196 

71,567 

14.336 

16,703 
26,322 

853 

39 
-~ 
13 

10.3 

3,191 
11.055 

7,318 

4,923 

56 
3,019 

137 

151 

1.629 

133 

632 

43 

1,564 

1 

$8,866,127 
$ 364 

58,866,1161 

5 1,469,9')1 

$ 023 
$ 176 

0 2 ' ) W O  

0 OU?" 

364 0 OO'M 

0 N"i 

3 33"l" 
2 0O"b 

2 0096 

143% 

1 430% 

3 33Ub 

2 oo"% 
6.670: 

5 00% 

0 00"O 
5 00"" 

5 0<l"/u 

5 00"b 

5 00% 

5 00% 
5 on% 
5 00% 

3 330'1. 

10 0U"'a 

0 00Ob 

4 no"/o 
4 00% 
5 00Y" 

10 00"o 

2 50% 
2 50% 
2 .in% 
8 3 3 ~ ~  
3 33% 

1 50:: 
10 00"b 

20 00% 
20 00"; 
16 67% 

100Yb , 
400':., 

i n  00% 

10 00% 
10 00% 
10 00% 

6 25% 

$361 

3 32*% 

s 

257,946 
($12,208) 

5 

6,545 

211,947 

2,858 

77 

38323 

4.597 

10,005 

14,590 

4,132 

50,688 
0,758 

16,806 

1,956 
11,615 

1,446 

90,928 

118 

1,050 

2,863 

573 

835 

2,632 
21 

1 

2 

9 
106 

497 

735 
985 

11 

170 

2 

6 

163 

13 

63 
4 

323 

294,579 

294,579 

48,841 



EPCOR Water Arizona - Mohave Wastewater District 
Docket NO. WS-01303A-14-0010 
Test Year Ended June 30,ZOU 

Schedule CLl’-14 

OPERATING ADJUSTMENT NO. 3 - PROPERTY TAX EXPENSE 1 

1 
2 
3 
4 
5 
6 
1 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

22 
23 
24 

111 

Staff Adjustcd Test Year Revenues 
Weight Factor 
Subtotal (Line 1 * Line 2) 
Staff Recommended Revenue, l’er Schedule CLP-1 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 / Line 6) 
Department of Revenue hfutilplier 
Revenue Base Value (Line 7 * J i m  8) 
Plus: 10% of CWIP 
Less: Net Book Value of Licensed Vehicles 
Full Cash \‘due (Line 9 + Line 10 - Line 11) 
Assessment Ratio 
Assessment Value (Line 12 * Line 13) 
Composite Property ‘Tax Rate - Obtained from ADOR 
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15) 
Company Proposed Property Tax 
Staff Test Year Adjustment (Line 16 - Line 17) 
Property Tax on Staff liccommendcd Kevenue (I.ine 14 * 1,ine 15) 
Staff Test Year Adjusted Property Tax Expense (Line 16) 
Increase in Property ‘Tax Due to liicrease in lievenue Iiequirement 

Increa4e in Property Tax Due to Increase in Revenue Kequvement (Jme 21) 
Increase m Revenue Requuement 
IncreaTe in Property Tax Per Dollar Increax in Revenue (Lme 22 / Lme 23) 

’$1,055,839 S 1,055,839 
2 2 

2,111,671 2,111,617 
1,055,839 1,354,626 
3,161,516 3,466,303 

3 3 
1,055,839 1,155,434 

2 2 
2,111,617 2,310,869 

21,457 21,457 

2,133,134 2,332,326 

394,630 431,480 

$53,670 
$53,660 

18.50% 18.50% 

13.60% 13.60% 

$10 [I] 
$58,681 
653,660 
$5.021 

$5,021 
$298,788 
1.68056% 

Staff did not make an adjust to test year property tax expense because the adjustment would have been de minimis. 

REFERENCES: 
Lme 15: Composite Tax Rate obtained from Arizona Department of lievenue 
Line 17: Company Revised Schedule C-I, Line 24 
Line 21: Line 19 - Line 20 
Line 23: Schedule CLP-1, l ine 8 



EPCOR Water Arizona - Mohave Wastewater District 
Docket No. WS-Ol303A--14-0010 
Test Year Ended June 30,ZOU 

Schcdulc C1 .P-15 

OPERATING INCOME ADlUSTMENT NO. 4 - INCOME TAXES 

DESCRI P’L‘ION 

Income ‘Taxes 

References 
Column [A], Companymsed Schedule C-2 
Column [B) Tesumony CI,P 
Column [C] Column [A] + Column p] 

($27,928) S24,191 ($3,737) 
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EPCOR Water Arizona - Mohave \VaSiCwdter District 

Docket No. WS-01303A-14-0010 
Test Year Ended June 30,2013 

Schedule Cl, l)-l l  

OPERATING INCOME ADJUSTMENT NO. 6 - WASTEWATER TESTING EXPENSE 

1 
2 

Water Testing Expense 
Miscellaneous Expense 

References: 
Column [AJ: Company Rex-ked Schedule C-2 
Column [B]: Testiinonp CT,P 
Coluinn IC]: Column [AJ + Column [I31 

S11,889 
(1 1,805) 



EPCOR Water Arizona - Mohave Wastewater District 
Docket No. WS-Ol303A-14-0010 
Test Year Ended June 30,20U 

Schedule CJ.1’-I 8 

OPERATING INCOME ADJUSTMENT NO. 7 - RATE CASE EXPENSE 

LlNE ACCT 
No. 

1 

DESCRIPTION 

PI [HI 
COMPANY S rAFF 
PROPOSED A D1 u srhl RNI‘S 

ReLplatory Ikpense S11,993 ($2,320) 9,673 

References: 
Column [A]: Cornpan:? Revised Schedule C-2 
Column p]: Teshmony CLP 
Column [C]: Column [A] + Column [R] 



EPCOR Water Arizona - Paradise Valley Water District 
Docket No. WS-01303A-14-0010 
Test Year Ended June 30,2013 

Schedule CLE1 

I REVENUE REQUIREMENT I 

LA1 Pl 
c OMPANY ST;\FF 

LINE ORIGINAL ORIGINAL 
NO. DESCRIPTION COST cosr 

1 Adjusted Rate Base $39,380,442 $37,148,991 

2 Adjusted Operating Income (Loss) $2,193,723 $2,383,554 

3 Current Rate of Return (L2 / L1) 5.57% 6.42% 

4 Required Rate of Return 6.87% 6.400/0 

5 Required Operating Income (L4 * L1) $2,705,436 $2,377,535 

6 Operating Income Deficiency (L5 - L2) $511,713 ($6,019) 

7 Gross Revenue Conversion Factor 1.6442 1.6323 

8 Required Revenue Increase (L7 * L6) $841,337 1($9,824)1 

9 Adjusted Test Year Revenue $9,648,251 $9,648,251 

10 Proposed Annual Revenue (L8 + L9) $10,489,588 $9,638,425 

11 Required Increase in Revenue (%) 8.72% -0.10% 

12 Rate of Return on Commoii Equity (Yo) 11.75% 3.90% 

References: 
Column [A]: Company Revised Schedule A-1 
Column PI: Staff Schedules CLI’-2, MJR-3, and CLP-10 



EPCOR Water Arizona -Paradise Valley Water District 
Docket No. WSdl303A-144010 
TestYear EndedJune 30,20U 

Sctlcdule CLY 2 

I GROSS KE:VENUE CONVERSION FACX'OR I 

1,INE 
-~ KO DI-SCRI ITION 

Criinibtznun oi(;ml~ Krirnue Cymrnins Faitor 
1 Rcvrnue 
2 ~ncollechlik l:actor (line 13) 
3 
4 
5 Subtornl (I3 - 1.4) 
6 
7 
8 CoImiLtion o f 1  ltimlbmbb Factor 

Revenues (I ,l - E) 
Combined Federal and State Income Tar md I'roprq Tar Rate ( l m e  23) 

Revenue Conversion Factor (L1/ L5) 

9 L'nq 
10 
11 
12 Uncollecnble Rate 
13 
11 
15 c o h b b o n  o f E f i d z w  Tarhte: 

17 
18 
19 
20 
21 
22 
23 CX&lm !fEficLw Ptvberfv TmFocioc 

25 
26 
27 
28 
29 
30 
31 
32 
33 
31 

Combined Federal and State'l'nr Rare &ne 21) 
One Minus Combined Income Tax Rate (L9 - L10 ) 

Cncolircuble Factor (L11 . L12) 

16 operanng income ~~f~~~ T~~~ (A4r1z~na~rarat,ie income) 
Aozona State Income Tax Rate 
Federal Taxable Income (L16 - L17) 
.4pphcabIe Federal Income Tan Rate &ne 68) 
Effective Fedeiai Income Tax Rate (T-18 P L19) 
Combmrd Federal and State lncomc Ta\ Rate (L17 + L20) 

24 Umty 

Combined Fedeinl and State Income l'az Rnte (L21) 
One R h u s  Combined Income Tax Rate (L2d ~ 125) 
P r o p e q  Tar Factor (CLPPl4, L25) 
Efiecnre Fropen! Tar Factor (126 H 1.27) 
Combined Federal and Stare Income Tax and P r o p q  Tax Rate (l.21 + L28) 

Required Opriaung Income (Schrdule CLP-1, L n e  5) 
Adpstedresr  Yenr Operaung Income ( L o s s )  (Schedule CLFIO, Lne 32) 
Required Increase in  OpPrahng Income (T.33 - L34) 

Incomr Taei  on Recommended Revenue (Col [q, IA2) 
Income Tares on 'Test Year Revenue (Col [.SI, 1162) 
Required Increase m Revenue ro  Provide for Income Tarcr (L36 - L37) 

Recommended Reienoe Requirrment (Schedule CLP-1, Lne  10) 

Cncollrctible Expense on Recommended Revenue (L40 1 L4l) 
hdpsted Test Yeat Uncollecul~le Ehpenae 
Rcqurred lncieasp in Rrrcnue to Provide for Uncollecuble Erp 

I'iopeq Tar with Recommendrd Revenue (CLP-14, L20) 
Property Tar on Test Yrar Revrnrie (CLP~14, Col [~A], L16) 
Incrrase m I'iopeq '1%~ Due to Increase m Rrrenue (la6 - Mi) 

Total Required Increase m Revenue ( J 3  + L38 + L+4 + WS) 

35 
36 
37 
38 
39 
10 
41 Uncollectible Rate @ne 12) 
12 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 CahiLtm oibmme Tal- 
54 
55 
56 Sjnchrorumd Interest (L71) 
57 
58 
59 
60 

62 
63 
64 
65 Effective Tax Rate 
66 
67 
68 C d k b t ~ o n  ofinterm Swil,tonr:a&oa: 
69 
10 
71 

Revenue (Sch CLP~l0, Col [q L5, C I J - l ,  Cd [C] 10) 
Operating Expenses Ercludlng Income 'Tares 

Arizona Tanable Income (L51- L55 . L56) 
lrizona State Income Tar Rate 
Arizona Income Tar (L57 \ L58) 
Federal Taxable Income (L57 - L59) 

Combined Federal and State lnco~ne Tan a 5 9  + U1) 
61 ~ o t a l  ~ e d ~ ~ a l  income 'ras 

Rate 13nie (Schedule MJR-3, Col [C], L n e  34) 

Siochronurd Interest (lN s 1-70) 
U('c?&ted .Iveragf Cust of Debt 

ion oonooo 
37 9600% 
62 0400IC 
0 0000% 

n nnnno/n 

12497"" 
01753% 

'X 7 i i i " n  

$2,377,535 
2,383,554 

($6,019) 

$863,744 
867,427 

(%3,682) 

$9,638,427 
0 0000% 

so 
0 

$0 

S 3 3 5.7 2 3 
335,816 

(S123) 

($9,824) 

$9,648,251 
6,397,270 

S137,106 
2,118,001 

727,220 

$9,638,427 
6,397,147 

5136,524 
2,138,882 

lncr m Revs 
($9,821) 

RR Inc 

($9,824) 



EPCOX Water Arizona - Paradise Valley Wnter District 
Docket No. WS-OU03A-14-0010 
Test Year Ended June 30,ZOU 

Schedule CLP-10 

I OPERATING INCOME STATEMENT - TEST I. EAR AND STAFF RECOMMENDED I 

LINE 
NO. DESCRIPTION 

1 Water Revenues 
2 Other Revenues 
3 Other 
4 Total Operating Revenues 

5 Labor 
6 Purchased Water 
7 Fuel&Power 
8 Chemcals 
9 Waste Disposal 
10 Intercompany Support Semices 
11 Corporate Allocafion 
12 Outside Services 
13 Group Insurance 
14 Pensions 
15 Regulatory Expense 
16 Insurance Other Than Group 
17 Customer Accounhng 
18 Water Testmg Expense 
19 Rents 
20 General Office Expense 
21 Miscellaneous 
22 Mamtenmce Expense 
23 Depreaabon 8c Amortzafion 
24 General Taxes-Property 
25 General Taxes-Other 
26 Income Taxes 
27 Total Operating Expenses 
28 Operating Income (Loss) 

References: 
Column [A]: Company Revised Schedule C-l 
Column]B]: Schedule CLP-11 
Column [C]: Column [A] + Column [B] 
Column [D]: Schedules CLP-2, Lines 29 and 37 
Column PI: Column [C] + Column [D] 

[*I 

COMPANY 
1EST YEAR 
AS FILED 

$9,589,273 
58,978 

0 
$9,648,251 

$1,205,43 1 
0 

1.329,578 
58,805 
15,320 

860 
314,349 
233,418 
321,965 

3,881 
66,802 

138,643 
197,288 

0 
30,456 

132,498 
91,440 

512,882 
1,608,655 

120,776 
735,635 

$7,454,528 

335,846 

$2,193,723 

PI 
ST,4FF 

TEST YEAR 
AD1 USTMENTS 

$0 
0 
0 

$0 

($57,346) 
0 
0 
0 
0 
0 

(7 1,252) 

0 
(4,793) 

(3,881) 
(1,767) 

0 
(19,028) 
13,152 

0 
(19,691) 
(12,198) 
(63,908) 
(80,911) 

0 
0 

131,792 
($1 89,83 1) 
$189,831 

[CI 
STAFF 

TEST YEAR 
As 

ADVJSTED 

$9,589,273 

0 
$9,648,251 

51,148,085 
0 

1,329,578 

15,320 
860 

243,097 
228,625 
321,965 

65,035 
138,643 
178,260 
13,152 
30,456 

112,807 
79,242 

448,974 
1,527,744 

335,846 
120,776 
867,427 

$7,264,697 
$2383.554 

58,978 

ss,sos 

(0) 

STAFF 
RECOMMENDED 

CHANGES 

($9,824) 
0 
0 

($9,824) 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

(123) 
0 

(3,682) 
($3,806) 
($6,018) 

[El 

STAFF 
RECOMMENDED 

$9,579,449 
58,978 

0 
$9,638,421 

$1,148,085 
0 

1,329,578 

15,320 
860 

243,097 
228,625 
321,965 

65,035 
138,643 
178,260 

13,152 
30,456 

112,807 
79,242 

448,974 
1,521,744 

335,723 
120,776 
863,744 

$7,260,891 
$2,311,536 

58,805 

(0) 





EPCOR Water Arizona - Mohave Water District 

Docket No. WS-OUO3A- 14-0010 

Test Year Ended June 30,20U 

Schcd ule CL1'- 12 

OPERATING INCOME ADJUSTMENT NO. 1 - WATER REVENUE I 

1 S9,589,273 SO $9,589,273 

References: 
Column [A]: Company Rerisrd Schedule C-2 
Column [B]: Tesbmony C W  
Column [C]: Column [A] + Column p] 



1 

3 
i 

5 

6 
1 
P 
> 

1L 

11 

12 

13 
I ?  
I5 
16 
l i  
18 
19 
2c 

1 

3 

1 
5 

26 
1 

28 
29 

W 
1 

32 
3 3  

34 

3 5  

16 
7 

38 
39 
10 
41 
I 2  
41 
44 

4 5  

16 
47 
18 
49 

n 
51 
52 
3 

56 

1 6  

57 
58 
19 

60 

61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 

13 
74 

75 
16 
77 
78 
79 
80 
81 
82 
81 
84 
Y i  
86 

87 
Y8 
89 

90 
01 
E 
I3 
94 
91 

96 
1 
98 
J'I 

10" 
1ui 
IU2 
103 
101 

$1,831 

8,324 

158,547 

I i x 2 , ~ ~ " i  
20,731611 

3 , 7 6 4  

26.1 11  

4,629 

2,639,511 
3i3.w; 
230,821 
i 5 4 , e i i  

3,893,762 
19c 

358,319 

10,628,952 
102,862 

2,400280 

3,911,448 

364.119 

1,981,202 
9,380,895 

547,004 
14,058 

3,818,826 
i,a26,811 

177,916 

180,5?3 

38,077 

61,561 

37 .81  

321 

IOl,851 

1,943 
294,410 

32,228 

609,165 

17,620 

LS6755 

58,841 

2."7 

132 
256 

351 
10,917 
37,190 
25,119 
16,829 

191 
3,183 

467 
517 

1.S67 
455 

2,161 
117 

I2,1"3 

$ 73,141,168 

$ lW,93" 

I 12,442,229 

25,651 
4 l f l5?  

475 
653 

116 

65,989 

6 2 3 8  

1,681 
I 8,169 

151,150 

14,333 
S31,118 

70,286 
36,964 

78,229 
5,213 

85JII7 

I 3 4 , l i i  

1,822 
mi 

Y5,i'l 

1 1 8 , n j j  
4.418 

27,686 

6.01 1 

2,770 

1 

32.182 
78 

11,777 
705 

1,611 

60,971 

5,884 

73 
3 
6 

29 
361 

1,701 
2,512 
3.366 

38 

581 
19 

1 

557 
46 

216 
11 

761 

J 3019,l3l  

? X I ' *  



EPCOR Water Arizona - Paradise Valley Water District 
Docket No. WS-01303A-14-0010 
Test Year Ended June 30,ZOU 

LlNE 
KO. 

Schedule CL1’-14 

SI;\ F I T  
11RSCRIPTION rZS .\DJUSTlil> 

I OPERATING INCOME STATEMENT ADJUSTMENT NO. 3 - PROPERTY TAX EXPENSE 

I h l  

2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 

P I  

Weight 1- ’actor 
Subtotal (Line 1 * Line 2) 
Staff Recommended Revenue, Per Schedule C L P l  
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Lme 5 / Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 * Line 8) 
Plus: 10% of CWlP 
Less: Net Book \’due of Licensed T’ehicles 
Full Cash Value (Line 9 + Line 10 - Line 11) 
Assessment Ratio 
Assessment Value (Line 12 * Line 13) 
Composite Property ‘Tax Rate - Obtained from ADOR 
Staff Test Ycar hdjusted Property ’Tax Expense (Line 14 * Line 15) 

2 
19,296,502 
9,648,251 

28,944,753 
3 

9,648,251 
2 

19,296,502 
36,119 

19,332,621 

3,576,535 

S335,837 

18.50% 

9.39% 

$9,648,251 
2 

19,296,502 
9,638,427 

28,934,929 
3 

9,644,976 
2 

19,289,953 
36,119 

19,326,072 
1 8.50°/0 

3,575,323 
9.39% 

Company Proposed Propeity Tax $335,846 

Property Tax on Staff Recornmended Revenue (Line 14 * ],me 15) 
Staff ’Test Year Adjusted Property Tax Expense (Lme 16) 

Staff Test Year Adjustment (Line 16 h e  17) ($9) 111 
S 3 3 5,7 2 3 
S335,846 

Increase in Properry Tax Due to Increase m lievenue Requlrcment ($123) 

Increase m Propcrty Tax Due to Increase m Revenue Requirement (Line 21) 
Increase m lievenue Reqlllrement 
Increase m Property Tax Pel Dollar Increase in Revenue (Ime 22 / Line 23) 

Staff &d not make an adjust to test year property tax expense because the adjustment would have been de minimis. 

REFERENCES: 
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue 
Line 17: Company Schedule Revised C-1, Line 24 
fine 21: Line 19 - Line 20 
Lme 23: Schedule CLP-1, Line 8 

($123) 
($9,824) 

1.24971% 



EPCOR Water Arizona - Paradise Valley Water District 

Docket No. WS-OU03A-14-0010 
Test Year Ended June 30, 2013 

Schedulc (:I .1’-15 

I $7 3 5,6 3 5 $131,792 S867,427 

Referenccs: 
Coluinn [A]: Company l1e.iiscd Schedule C-2 
Column [B]: Testimony CLI’ 
Column [C]: Column [A] + Column [E(] 
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EPCOR Water Arizona - Paradise Valley Water District 
Docket No. WS-01303A-14-0010 
Test Year Ended June 30,2013 

Schedule C1.1’-17 

OPERATING INCOME STATEMENT ADJUSTMENT NO. 6 - WATER TESTING EXPENSE I 

Water Testmg Expeme $0 $1 3,152 $13,152 
Mmellaneous Expense $91,440 ($11,734) $79,706 

$1,418 

References: 
Column [A]: Company Revised Schedule C-2 
Column [B]: ‘Testimony CLP 
Column [C]: Column [A] + Colurnn [B] 



EPCOR Water Arizona - Paradise Valley Water District 

Docket No. WS-OUO3A-14-0010 
Test Year Ended June 30,2013 

OPERATING INCOME STATEMENT ADJUSTMENT NO 7 - RATE CASE EXPENSE 

1 Regulatoq Expense $66,802 ($12,425) $54,377 

References 
Column [A] Company Revised Schedule C-2 
Column IB] Tesomony CLP 
Column [C] Columtl [A] + Column p] 



EPCOR Water Arizona - Paradise Valley Water District 

Docket No. WS-Ol303A-14-0010 
Test Year Ended June 30,2013 

Schedule Cl,l’-l9 

OPERATING INCOME STATEMENT ADJUSTMENT NO. 8 - TANK MAINTENANCE EXPENSE 1 

1 Alamtenance $512,882 ($63,908) $448,974 

References: 
Column [A]: Company lievised Schedule C-3 
Column IB]: Testlmony CLP 
Column [C]: Column [,A] + Column [HI 



EPCOR Water Arizona - Sun City Water District 
Docket No. WS-01303A-14-0010 
Test Year Ended June 30,2013 

Schedule CLP-1 

REVENUE REQUIREMENT 1 

LINE 
h a  DESCRIP’LTON 

1 Adjusted Rate Base 

2 Adjusted Operating Income (Loss) 

3 Current Kate of Return (L2 / L1) 

4 Required Rate of Return 

5 Required Operating Income (L4 * Ll) 

Operating Income Deficiency (L5 - L2) 6 

7 Gross Revenue Conversion Factor 

8 Required Revenue Increase (L7 * L6) 

9 Adjusted Test Year Revenue 

10 Proposed Annual Revenue 0-8 + L9) 

11 Required Increase in Revenue (YO) 

Kate of Return on Common Equity (“/o) 12 

I 4  
COhP- lNY 
OKIGIPU“ U, 

__- COST 

$26,409,256 

$6843,695 

3.19% 

6.87% 

$1,8143 18 

$970,623 

1.6550 

$1,606,392 

$10,265,553 

$11,871,945 

15.65% 

11.750/0 

References: 
Property Tax Factor (CLP-143, L25) 
Column p]: Staff Schedules CIA-2, MJR-3, and CLP-IO 

P I  
STAFF 

ORIGINAL 
COST 

$24,790,106 

$1,180,615 

4.76% 

6.40% 

$1,586,567 

$405,949 

1.6349 

$10,295,663 

‘$10,959,344 

6.45% 

3.90% 





EPCOH Water .4rirona - Sun City Water District 
Docket No \Y S-Ul303,4-14-0010 
TestYearEndedTune 30,20U 

Sciirrlule C1.P-10 

I OPERA7'lNG INCOME Sl'hTEMENl' -'TEST Y E A R  AND STAhI: RECOMMENDED I 

LINE 
NO. DESCRIPTION 

1 Water Revenues 
2 Other Revenues 
3 Other 
4 Total Operating Revenues 

5 Labor 
6 Purchased Water 
7 Fuel & Power 
8 Che&cals 
9 Waste Disposal 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

Intercompany Support Services 
Corporate Allocation 
Outside Services 
Group Insurance 
Pensions 
Regulatory Expense 
Insurance Other Than Group 
Customer Accountmg 
Water Testmg Expense 
Rents 
General Office Expense 
Miscdlaneous 
Mamtenance Expense 
Deprenabon &Amortization 
General Taxes-Property 
General Taxes-Other 
Income Taxes 
Total Operating Expenses 
Operating Income (Loss) 

References: 
Column [A]: Company Schedule C-l 
Column [B]: Schedule CLP-11 
Column [C]: Column [A] + Column [B] 
Column [D]: Schedules CLP-2, Lines 29 and 37 
Column [E]: Column [C] + Column [D] 

[AI 

COMP14NY 
TEST YEAR 

AS FILED 
$10,103,166 

162.387 
0 

$10,265,553 

$1.71 1,461 
0 

1,557,580 
34,119 

4,661 
1,396 

510,069 
280,698 
490,722 

6,298 
101,188 
288,791 
834,153 
30,180 
45,805 

212,603 
432,5 12 
205,746 

1,916,821 
434,142 
218,906 
104.004 

$9,421,858 
8843,695 

STAFF 
TEST YEAR 

ADiiJSTnlENTS 
$30,110 

0 
0 

$30.110 

($93,051) 
0 
0 
0 
0 
0 

(115,6153 
(7,7 7 8) 

0 
(6,298) 
(2,867) 

0 
(30,87 5) 
25,080 

0 
(31,950) 
(30,933) 

0 
(237,803) 

1,276 
0 

224.001 
($306,813) 
$336,923 

[CI 

TEST nm 
STAFF 

AS 
ADIUSI'ED 
$10,133,276 

162,387 
0 

$10,295,663 

$1,618,410 
0 

1,557,580 
34,119 
4,661 
1;396 

272,920 
490,722 

0 
98,321 

288,791 
803,278 

55,260 

180,653 
401,579 
205,746 

1,679,018 
435,418 
218,906 
328,005 

$9,115,045 
$1,180,6 18 

394,451 

45,805 

STAFF 
RECOMMENIIED 

CFiANGES 
$663,681 

0 
0 

$663.681 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

9,ws 
0 

248,385 
$257,533 
$405,949 

STAFF 
RECOMMENDED 

$10,796,957 
162,387 

0 
$10,959,344 

$1,618,410 
0 

1,557,580 
34,119 
4,661 
1,396 

394,454 
272,920 
490,722 

0 
98,321 

288,791 
803,278 

55,260 
45,805 

180,653 
40 1.57 9 
205,746 

1,679.018 
444,766 
218,906 
576,390 

$1,586,567 
$9,372,778 
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3 3 0  
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EPCOR Water Arizona - Mohave Water District 

Docket No. WS-01303A-14-0010 
Test Year Ended Junc 30,2013 

I OPERATING INCOME ADJUSTMENT NO. 1 - WATER REVENUE 1 

1 Water Re\-cnue $10,265,553 S30,IlO $10,295,663 

hdjustmcnt for over collection of water rewne from the 1,ow-Income 
Prosam mscoded BS a Ilc~mlatory Liability on Company's Schedule B-l Rr B-2 

References: 
Column IAJ: Company Rex-ked Schedule C-2 
Column In]: 'Testimony C J J  
Column [C]: Column [A] + Column p] 
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I 5  

16 
i 7  

I8  
I9 
0 
I 

23 

4 

5 
26 

27 
8 
J 

0 
31 

4 
35 
6 
7 

38 
9 
10 
41 

42 
43 

11 

45 

16 

17 

18 
19 
50 

I 

53 
4 

55 
56 

57 
18 

59 
60 
ti1 

6 2  

63 
61 
65 

ti6 

ti7 
68 
61 

70 
11 

72 
73  
71 
75 
76 

77 
i s  

79 
10 
"1 
82 
83 
81 
95 
86 
87 
38 
89 
>,1 

01 
12 

1 
,5 
16 ,, ," 
>1 

1 0  
102 
I,!? 
104 
I'li 
106 
107 
l(l8 

ion 

P 

c 

1'1 '\iT 
UI.*. 

$4.1 

787,815 
1.130917 

4 d i 3  

11,150,383 
213,446 

16,219 

210M6 
55,015 

120,711 

88,435 
1,128,336 

881,711 

5,621.435 

13,210,123 

6,MlMl'i,M3 
0,141,033 

6 6 0 . 0 ~ 6  
952 

?,941,652 

7,056 
523 

179,653 
770p :  

223,286 

41.103 

1,105 
16.911 

3 . m  

85,411 
20,135 

376.007 

107,438 

151.899 

396,'iii 

174,717 
10,219 

13,101 

(W 
2,838 

218,766 

1,126 

1,675 
51,016 

180,l56 
11'1,750 

80,2Z1 
901 

16,606 

4,612 
2h,il? 

2,168 

10,ioo 

699 
18,082 

(141,41? 

(4 
70,109,734 

76,101,731 

41,402 

'J76.241 

54,958 

218.768 

I,i8,.65? 

0 

i'>,64, 

113 
17,480 

631 
148 
(25) 

71 
1-10 

1,131 

8,107 
I1  975 
16,016 

1.,768 

1x2 

I 8 8  

3,651 
217 

l,1130 

i n  
3,630 

2,227,140 

I 2127 340 



EPCOR Water Arizona - Sun City Water District 
Docket No. WS-01303A-14-0010 
Test Ycar Ended June 30,2013 

Schcdule C1,1'-14 

I OPERATING INCOME STATEMENT ADIUSTMENT NO. 3 - PKOPER'IY TAX EXPENSE 1 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

22 
23 
24 

Staff Adlusted Test Ycar ltevenurs 
Weight Factor 
Subtotal (Line 1 * I ine  2) 
Staff Recommended Revenue, Per Schedule BAB-1 
Subtotal (Line 4 + Line 5) 
Number of Years 
'Three Year Averagc (Jdne 5 / Line 6) 
Department of Revenue Mutilplier 
Revenue Rase Value (1,ine 7 * 1,inc 8) 

Less: Net Book \'due of Licensed Vehicles 
Full Cash \'due (Lmc 9 + J.ine 10 ~ Line 11) 
Assessment Ratio 
Assessment Value (Lme 12 * Line 13) 
Composite Property 'Tax Rate - Obtamed from ADOR 
Staff Test Year Adjusted Propcrtp Tax Expense (Line 14 * 1 . h e  15) 
Company Proposed Property Tax 
Staff'rest Year Adjustmciit (Line 16 - Line 17) 
Property Tax on Staff Recommended Revenue (Line 14 * Jine 15) 
Staff Test Ycar Adjusted Property Tax Expense (Ii ie 16) 
Increase in Property 'Tax Due to Increase in Revenue Itequrement 

Plus: 10% of CWIP 

$10,295,663 $10,295,663 
2 2 

20,591,326 20,59 1,326 
10,295,663 10,959,344 
30,886,989 31,550,671 

3 3 
10,295,663 10,516,890 

2 2 
20,591,326 21,033,780 

18,237 18,237 

20,609,563 21,052,01 7 

3,812,769 3,894,623 

$435,418 
S434,142 

$1,276 

18 50% 18 50% 

11 42% 11 42% 

$444,766 
$435,418 

$9.348 

Increase m Property Tax Due to Increase m Revenue Requirement (1,me 21) 
Increase m Revenue licquirement 
Tncrease m Property Tax Per Dollar Increase in Revenue (J>ine 22 / I,me 23) 

S9,348 
$663,681 
140847% 

REFER1'NCES: 
Line 15: Composite 'Tax Rate obtained from Arizona Department of Revenue 
Line 17: Company Schcdule C-1, Line 24 
Line 21: Line 19 - ],me 20 
Line 23: Schedule BAR-1, Line 8 



EPCOR Water Arizona - Sun City Water District 
Docket No. \VS-OU03A-14-0010 
Test Year Ended June 30,ZOU 

Schedule CL1’-15 

I OPERATING INCOME STATEMENT ADJUSTMENT NO. 4 - INCOME TAXES 1 

I 

DtSCRIP’I‘ION 

Income ’Taxes $104,001 $224,001 $328,005 

References: 
Column [.\I: Company Revised Schedule C-2 
Column p]: ‘Testimony CLP 
Column [C]: Column [A] + Column [B] 



3 





EPCOR Water Armma - Sun City Water District 

Docket No. WS-01303A-14-0010 
Test Year Ended June 30, 20U 

Schedule CIA’- 17 

OPERATING INCOME ADJUSTMENT NO. 6 - WATER TESTING EXPENSE I 

I 

2 
Water Testing 
hhscellaneous 

References: 
Column [A]: Company Remed Schedule C-2 
Column pj: Testmonp CLP 
Column [CJ: Column [Aj + Column [B] 

$0 $25,080 
23,739 (30,180) 

(9S,100) 

$2S,080 



EI’COR Water Arizona - Sun City Water District 

Docker No. WS-01303A-14-0010 
Test Year Ended June 30,2013 

Schedule CLP-18 

I OPERATING INCOME ADJUSTMENT NO. 7 - RATE CASE EXPENSE 

1 Regulatory Expense $101,188 

-- Keferenccs: 
Column [A]: Company Revised Schedule C-2 
Column IB]: Teshmony CL1’ 
Column IC]. Column I.\] + Column [B] 

($60,485) $40,703 



EPCOR Water Arizona - Tubac Water District 
Docket No. WS-01303A-14-0010 
Test Year Ended June 30,2013 

Schedule CLP1 

1 REVENUE REQUIREMENT I 
c4 

c OMPXNY 
I ,TKE ORIGINAL 
rn DESCRIPTION COST 

PI 
STAFF 

ORIGINAL, 
COST 

1 Adjusted Rate Base $1,607,775 

2 Adjusted Operating Income ‘(Loss) ($1 29,752) 

3 Current Rate of Return (L2 / L1) -8.07% 

4 Required Rate of Return 6.87% 

5 Required Operating Income (L,4 * L1) $1 10,454 

6 Operating Income Deficiency (L5 - L2) $240,206 

7 Gross Revenue Conversion Factor 1.6589 

S Required Revenue Increase (L7 * L6) $398,488 

9 Adjusted Test Year Revenue $579,194 

10 Proposed Xiiiiual Revenue ($8 + L9) $977,682 

11 Required Increase in Revenue (%) 68.80% 

12 Rate of Return on Common Equity (YO) 11.75% 

$1,437,666 

-1.73% 

6.20% 

$89,135 

$114,029 

1.6404 

$579,194 

$166,248 

32.30% 

3.90% 

References: 
Column [A]: Company Schedule A-l 
Column p]: Staff Schedules CLP-2, MJR-3, and CLP-10 



EPCOR Water Arizona - Tubac Water District 
Docket No. WS-OUO3A-14-0010 
Test Year Ended June 30,ZOU 

Schedule CLP-2 

GROSS REVENUE CONVERSION FACTOR 1 

LINE 
NO 

C.fllrr,L.iiion oiGro,, Kuirn>,r Conivriion F,I,-:or 
1 Kevenue 
3 Uncollectble Factor (J.me 13) 
3 Kernmes &l ~ L2j 
4 
5 Subtotal 0.3 - L4) 
6 
7 
8 Culuihon ./ L7~m//e&bIe Fador: 
9 U n q  
10 
11 
12 Uncollectible Ratc 
13 
14 
15 Calmhiion oiEfiriiis lhx R.i/rr 

16 
17 
18 
19 
20 
21 
22 
23 
24 Umty 
25 
26 
27 
28 
29 

30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 Uncollectible Kate (Lmc 12j 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 Cahihtion nlIriro,m Tox: 
54 
55 
56 Synchrmucd Interest (L71) 
57 
58 
59 
611 
61 Total Fcdeml Jncornc Tax 
62 
63 
64 
05 I..ffective TLX Race 
66 
67 
6X C,ihiiition of h:ereit . ~ y m l m ~ r i : u ~  

69 
71) 
71 

Combmed Fcderal and State Income 'ray and Property lax Ibte (Line 23) 

Revenue Conversion Factor (L1/  W) 

Combmed Federal and State Tar Kate &me 21) 
One Minus Combmed Income lax Kate (L9 ~ L10 j 

Uncollectible Factor (Lll * L12) 

Operating Income Before Taxca (Armma Taxable lncomc) 
Arizona State Income Tax Rate 
Federal l'axablc Income (Llh ~ L17) 
Applicable Fcdcral Income Tar  Ibte @ne 68) 
liffectn-e Federal lncome 'ray lbtc  a 1 8  I Llli) 
Combined Fedcral and State Income Tax Kate (L17 + 120) 

Combined Fedcral and State Income Tax Rate (L21) 
One Mmus Combincd Income Tax Kate 0 2 4  - L25) 
P r o p e q  Tax Factor (CLP-14, L25) 
Effectwe I 'ropeqTas Factor ( I 2 6  x 127) 
Combined Federal and State lncomc 'Tax and Property Tax Kate (L21 + 128) 

Kcquired Operating Income (Schedule CLP-I, Luic 5) 
AdlustedTcst Year Operatmg Income (Loss) (Schedule C1.P-IO, Lmc 32) 
ILquired Increase in O$craong Income (L33 - Li4j 

Income 'I'ases on Recommended Kerrnue (Col. IC], 1.62) 
Income 'Taxes on Test Year Kerenue (CUI. [A], Lh2) 
Required Increase in Kcrenue to I'rordc for Income 'l'axes (726 - L17) 

Kccommended Rercnue Requirement (Schcdule CLl'-l, I m e  10) 

Cncollcctible Expense on Recommended Revenue (L10 H J,41) 
Adjusted 'Test Year Uncollectible I-kpense 
Kequtrcd Increase m Kevenue to I'rorde for Uncollect;ble Fyp. 

I'l-opeq Tax with Recommended Kerenue (CLP-14, 1~20) 
I'roprrty Tax 011 Test Year Kcrenue (CLP-14, Col [A], 1-16) 
Increase m l'roperv T a s  Duc to Increase m Rercnue 6 4 6  - L47) 

Total Requmd Increase In Kcrenue (I34 + 1.38 + L44 + L48) 

Kevenue (Sch CLP-10, Col. [C] L5, CIJ-1,  Col. [C] 10) 
Operaong Expenses Excluding Income l'ascs 

Arhona Taxable Income (1.54 - 1.55 ~ L56) 
Anzona Sate  Incomc Tar  Kate 
Arizona Income Tax 0 5 7  x 1.58) 
Fedcral'l'avable Income (l.57 ~ 1.59) 

Combmed Fedcral and Stxe Incomc rax ( I 5 9  + IAlj 

Kate Base (Schedule MJK-3, Col. IO: ] ,  Lme 34) 
\Y.ctghred Areragc Cost of Debt 
Spnchroniacd Interest (1.69 \ 1.71) 

100.ooooUb 
0 . r n " b  

100 0 0 0 0 o b  
39.0.i96'c 
611.9604% 
1.6*1410 

1 M1.0000% 
6.0000"b 

94.0000°% 
34 0000'6 
3 1.9600"/0 

37.9600"% 

100.0000% 
37.960096 
62.0x)0% 
1.7102% - 

1.0796% 
39.0396O% 

$89,135 
(24,893) 

$114,029 

$34,307 
(35,463) 

$69,770 

$766,248 
0 0000" 0 

$0 
il 

$0 

$33,493 
30,238 

$3,255 

5187,054 

639,551 

Staff Recommended 
8766,248 
642,806 

($35,463) $34,307 

2 3000% 



EI’COR Water Arizona - Tubac Water District 
Docket No. WS-OU03A-14-0010 

Test Year Ended June 30,ZOU 

Schedule CLP-10 

I OPEMTING INCOME STATEMENT - TEYr YEAR AND STAFF RECOMMENDED 1 
[AI PI [Cl [Dl P.1 

STAFF 
COMPANY STAFF TEST YEAR STAFF 

LINE TEST YEAR TEST YEAR AS FGXOMMENDED STAFF 
- N O  DESCFUITION AS FILED ADIUSTMENTS ADlUSTED CHANGES RECOMMEh’DED 

1 Water Revenurs $574,204 $0 $574 204 5187,054 $761,258 
2 Other Revenuer 4,990 0 4,990 0 4 990 
3 Other 
4 Total Operating Revenues 

5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
11 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

Labor 
Purchased Water 
Fuel & Power 
Chemicals 
Waste Disposal 
Intercompany Support Services 
Corporate Allocation 
Outside Services 
Group Insurance 
Pensions 
Regulatory Expense 
Insurance Other ’Than Group 
Customer Accounting 
Rents 
Water Testing Expense 
General Office Expense 
Miscellaneous 
Maintenance Expense 
Depreciabon & Amortzatlon 
General Taxes-Property 
Genernl Taxes-Other 
Income Tzues 
Total Operating Expenses 
Operating Income (Loss) 

Reibreiices: 
Column [A]: Company Schedule C-1 
Column [B] : Schedule CLP-11 
Column [C]: Column [A] + Column [B] 
Column [D]: Schedules CLP 2, Lines 29 and 37 
Column [E]: Column [C] + Column [D] 

0 0 0 0 0 
$579,194 $0 $579,194 $ 187,054 $ 766A-18 

$179,440 

$33,324 
$98,934 

$81 1 

$34,814 
$26,870 
$37,821 

$430 
$7,261 

$12,198 
$20,56 1 
$7,566 

$28,204 
$4,536 

$38,435 
$238,395 
$30,506 
$1 6,157 

($107,414) 
$708,946 

($129,752) 

$0 

$95 

$0 

71,951 
($104,859) 
$104.859 

$173,089 
0 

33,324 
0 

811 
95 

26,923 
26,339 
37,821 

0 
7,065 

12,198 
18,454 
7,566 
2,175 

26,023 
2,444 

38,435 
180,392 
30,238 
16,157 

$604,087 
($24,893) 

(35,463) 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

3,255 
0 

69,770 
$73,025 

$114,029 

$173,089 

33,324 
0 

811 
95 

26,923 
26,339 
37,821 

0 
7,065 

12,198 
18,454 
7,566 
2,175 

26,023 
2,444 

38,435 
180,392 

16,157 
34,307 

$677,113 
$ 89.135 

33,493 





EPCOR Water Arizona - Mohave Water District 
Docket No. WS-01303A-14-0010 
Test Ycar Ended June 30,2013 

Schedule CLP-12 

OPERATING INCOME ADJUSTMENT NO. 1 - WATER REVENUE 

1 

111 :SCK IPTl ON 

Water Rewnue 

References: 
Column [A]: Company Revised Schedule C-2 
Column p]: Tesbmony CLP 
Column [C]: Column [A] + Column [H] 



S't,Fd"lC ClP 1' 

1020Ml 
103300 
30iil,O 
iO3 l l lO  
i,,iioo 
10 rbuo .. 
indioo 

304200 
304300 
104400 
304500 
io4600 

304620 
301700 
3OIO00 
307000 
3 o m  
3l0000 
311000 
311200 
311300 
311&00 
311100 
311130 
320100 
i20200 

330000 
330200 
3.31001 

331100 
331200 
;31300 
331100 
l i 2UMl  

3i3ono 
3.34100 

334200 
134300 
335000 
339200 
139m 
340100 
310200 
3403W 
.3"310 
340325 
,40500 

;I1100 
341200 
34lMO 
341Mo 
3420l10 
3113000 
3UOW 
315000 
316100 
340190 
; m a n  
346300 
317000 
;01500 
301600 
301620 
3i1100 
331600 
340100 
340200 
340300 
310MO 
311400 

3 4 3 m  
34lOOO 
316100 
iJ61M 
3zczw 
316.300 
347000 

I 81,566 

I 6,133,293 

i .. 
2,010 

6 1  19" 

5" 
121 

?.is5 

LJ36 

l'.lM 

I 

85,166 



EPCOR Water Axizona - Tubac Water District 
Docket NO. WS-013038-14-0010 
Test Ycar Ended June 30,2013 

Schedule CLP14 

OPERATING ADTUSTMENT NO. 3 - PROPERTY TAX EXPENSE 

2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

22 
23 
24 

Weight Factor 
Subtorll (1,ine 1 * l i n e  2) 
Staff Kccommended Revenue 
Subtotal (Line 4 + I ine 5) 
Number of  Years 
'Three Year Average (ldnc 5 / J.ine 6) 
llepartment of I~evcnue Munlpher 
licvenue Base Value (Line 7 * Line 8) 
Plus: 10% of CWJ1' ~ 2005 
J2css: Net Hook Value of 1,icensed Veh~clcs 
Pull Cash \'aluc (I.me 9 + Line 10 - Lme 11) 
Assessment Ratio 
Assessment Value (1,ine 12 * Line 13) 
Composite Property Tax Rate - Obtained from ADOR 
Staff 'I'cst Year i\djusted Property 'rax Expense (Line 14 * Jdne 15) 
Company Proposed Property 'l'ax 
StaffTest Ycar Adjustment (Lme 16 - Line 17) 
Property Tax on Staff ICecommended Revenue (Line 14 * 1,inc 15) 
Staff T'est Ycar Adjusted Property T a x  Expense ( h e  16) 
Iiicrcase in Propcity 'Tax l lue  to Increase in Revtnue Requirement 

lncrcase in Propcity 'l'ax l lue  to Increase in Revenue Requirement (Line 21) 
Increase in Revenue licquirement 
Increase in PI-operty 'Tax Per Dollar Increase in Revenue (Line 22 / Line 23) 

2 2 
1,158,388 1,158,388 

579,194 766,248 
1,737,582 1,924,636 

3 3 
579,194 641,545 

2 2 
1,158,388 1,283,091 

1,158,388 1,283,091 

214,302 237,372 

$30,238 
$30 506 

18.50% 18.50°/o 

14.1 1 Yo 14.11% 

($268) 
$33,493 
$30,238 
$3.255 

$3,255 
$187,054 
1.74023% 

RI<FEIIlINCES: 
Line 15: Composite 'Tax Rate obtained from Arizona Depaitmerit of lCcvenue 
Line 17: Cotnpany Schedule C-1, Line 24 
1.inc 21: Line 19 - Jdnc 20 
Line 23: Schedule HhB-1, Line 8 



EPCOK Water Arizona - 7’l lbdC \Vatcr District 

Docket No. WS-01303A-14-0010 
Test Year Ended June 30,2013 

Sclitclulc CLP-15 

I OPERATING INCOME ADJXJSTMENT NO. 4 - INCOME TAXES I 

1 (S 107,414) $71,951 ($35.463) 

lieferenccs: 
Coliimn [AI: Company lievised Schedule (:-2 
Column [B]: ’l’cstimony CLP 
Column [Cl: Column (A] + Column [B] 
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EPCOR Water Arizona - Tubac Water District 

Docket No. WS-01303A-14-0010 
Test Year Ended June 30,2013 

I OPERATING INCOME ADIUSTMENT NO. 6 - WATER TESTING EXPENSE I 

1 
2 

Water Testins 
Ahscellaneous 

Kefcrcnces: 
Column [.\I: Company Revised Schedule C-2 
(3olumn FJ: Testimony CLP 
Column [C]: Coliimn 1.4) + Column p] 

$7,175 



EPCOR Water Arizona - Tubac Water District 
Docket No. WS-01303A-14-0010 
Test Year Ended June 30,ZOU 

OPERATING INCOME ADJUSTMENT NO. 7 - RATE CASE EXPENSE 

1 Re,qlatory Expense $7,261 

References: 
Column [A]. Company Rei-ked Schedule C-2 
Column [B]: Testimony CLP 
Column IC]: Column [A] + Column [B] 

(S196) S7,065 



ATTACHMENT A 

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Sandy Murrey 
Title: Rate Analyst 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: STF BAB 11.3 

Q: Purchased Power Expense - Please provide for each district included in the rate 
filing, the last five years of actual purchased power expenses. Please provide by 
year and district from July 1, 2008 to June 30, 2013. 

A: Please see Schedule E-6 for the power expense of each district for the years 
ending June 30,201 3, June 30,2012 and June 30,201 1. Data prior to 201 0 is 
not unavailable at a district level. 



ATTACHMENT B 

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-I 4-001 0 

Response provided by: 
Title: Director, Regulatory & Rates 

Sheryl L. Hubbard 

Address : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: STF BAB 12.8 

Q. Rate Case Expense - The Supplement response to Data Request CLP 1.25, 
included agreements from GDS Associates, Tom Bourassa and AUS Contract for 
Rate Case Expense. The agreements states that the contract are for the 
following nine districts: 

1. Anthem Water 
2. Mohave Water 
3. Mohave Wastewater 
4. Havasu Water 
5. Paradise Valley Water 
6. Sun City Water 
7. Sun City Wastewater 
8. Sun City West Water 
9. Tubac Water 

Please separate the rate expense costs for this rate filing (#WS-01303A-14- 
0010) which include only Districts #2, #3, #5, #6, and #9 from the list above. 

A. The rate case expense estimate is based on iitigating the five districts that have 
been submitted in this docket, Mohave Water, Mohave Wastewater, Sun City 
Water, Paradise Valley Water, and Tubac Water. At the time that the contractual 
arrangements were made with the respective consultants, the Company was 
uncertain of exactly which districts would be filed so the 9 districts identified 
above were included. As soon as possible, the Company identified the districts 
that would be included and consultant billings reflect work efforts for those 
districts. 



ATTACHMENT c 

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Sandy Murrey 
Title: Rate Analyst 

Add re ss : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix. AZ 85027 

Company Response Number: STF BAB 15.1 (Revised) 

Q: Short-Term Incentive Plan (“STIP”) expenses 
a. 
b. 
c. 

Please provide a detailed description of the Short Term Incentive Plan. 
Please confirm the total amount subject to allocation for STIP. 
Please provide a schedule supporting the total aggregate amount(s) subject 
to be allocated for STIP by all related and specific metrics and performance 
levels, as appropriate, (i.e. minimum, target, and maximum). 
Please provide a schedule supporting the aggregate amount(s) actually 
subject to be allocated for STlP by all related and specific metrics and 
performance levels, as appropriate, (i.e. minimum, target, and maximum), 
and the scoring of each metric. 
For each specific metric on which STlP monies were paid and allocated, 
please describe the reasons that such costs are appropriately borne by the 
rate pa ye rs . 

d. 

e. 

A: Answers for the Short-Term Incentive Plan (”STIP”) expenses: 
a. The STlP is a calendar year incentive plan that runs from January through 

December. Therefore, the test year includes part of our 201 2 plan and 
part of our 201 3 plan. See attached plan documents for the detailed 
descriptions of the STIP. 

b. The total amount subject to allocation for the STlP is $272,264 for capital 
expenditures and $1,369,513 for operating expenses. See Excel 
Workbook titled “Payroll Benefits Taxes 12-1 9-201 3”, tab “Wages & 
Benefit Alloc Summary” provided as a support workbook in the rates 
application. 

c. The total STlP amount subject to allocation was not calculated in relation 
to the specific performance measures referred to in the plans. For 
purposes of calculating the STlP expenses in the case the following 
methodology was used: 

i. 
ii. 

iii. 

Eligible employee’s compensation was calculated; 
Available amount of compensation for the STlP pay-out was 
calculated; and 
Target attainment YO of 100% was applied to the amount available 
for STlP pay-out. Although, we achieved the Stretch goals in both 
the 2012 and 2013 Plans which would have provided for a Yo higher 
than loo%, we opted to use 100% due to conservatism and 
normalization. 

For example, if an employee made $10,000 in the test-year and they were 
eligible for a 10% STIP, we calculated the STlP expense by using the 



target attainment % of 100%. This would have calculated a $1,000 STlP 
expense ($1 0,000 x 10% x 100%). 

d. The aggregate amount requested here and the total aggregate amount 
requested in (c) are the same. Also, as mentioned above in (c) the total 
STlP amount subject to allocation was not calculated in relation the 
specific performance measures, or the scoring of those measures. 

e. The performance measures on which STlP monies are paid align 
EPCOR’s vision statement of people, operational excellence, environment 
and growth to the performance of every employee. By focusing on these 
measures our employees are able provide our customers with high quality 
water and waste-water services in the most efficient and cost-effective 
manner. 



ATTACHMENT D 

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: 
Title: Director, Regulatory & Rates 

Sheryl L. Hubbard 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: STF BAB 15.9 

Q. 

A. 

Requlatory Liabilities Schedule E-I - Please show the components of the 
reduction in this account from as of 6/30/2011 to 6/30/2013. Please provide the 
Decision Nos. authorizing the recording of these Regulatory Liabilities at 
6/30/2 0 1 1 . 

6/30/2011 6/30/20 1 3 

Sun City $904,187 
Mohave Wastewater $32,159 
Mohave Water $353,619 
Tubac $1 3,126 

$ 90,329 
$ -0- 
$1 06,540 
$ -0- 

Decision No. 70351 (May 16, 2008) established the low-income program for Sun 
City Water and Decision 72047 (January 6,201 1) acknowledged there is a 
balancing account for the funding mechanism. The low income program for 
Mohave Water was authorized in Decision No. 73145 (May 1, 2012). The main 
explanation for the variance in amounts over the period from June 30, 201 1 to 
the end of the test year is that the June 201 1 balances include the district’s 
allocation of corporate balances whereas the June 201 3 balances are purely 
district amounts. Please see attachment file labeled “STF BAB 15.9 Regulatory 
Liabilities.xlsx” for the components of the June 201 1 balances for each district. 
The June 2013 balances comprise the amounts in the Low Income Program for 
both the Sun City Water and Mohave Water districts. A reconciliation of both 
these districts low income programs is also provided in the attached file. 
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